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THREE SQUARE FEET OF 
DESK SPACE THAT SAVED 
THOUSANDS OF DOLLARS 


Which typewriter does best work? At lowest cost? Three 
square feet of space— and a Royal— provided the answer! 


Pax 


THERE’S ONLY ONE WAY TO B UY-A TYPEWRITER . {CWE IT se 


THE DESK TEST 


YOU WANT lower typing costs—and better looking let- 


ters. Let THE DESK TEST show you how to get both! 

You want a typewriter that is faster, easier to use—and 

more durable! Let THE DESK TEST show you why the 

Easy-Writing Royal should be in your office! Thousands 

of offices—everywhere—are changing to Royal! THE 

DESK TEST has proved the superiority of this famous 

typewriter . . . . proved the worth of each and every 

Royal improvement. Why not investigate? There is no 

obligation! Royal Typewriter Company, Inc., 2 Park 

Avenue, New York. World’s largest company devoted : 
exclusively to the manufacture of typewriters. Copyright 1938, Royal Typewriter Company, Inc. 


Factory: Hartford, Conn. 
GET A 10-DAY DESK TEST FREE! 


Royal Typewriter Company, Inc. 
Dept. WC-738, 2 Park Avenue, New York City 


Please deliver an Easy-Writing Royal to my office for a 10-day 
FREE DESK TEST. I understand that this will be done without 
obligation to me. 


A WORLD'S No. 1 gain 
TYPEWRITER alacant 


City 


*GET A 10-DAY DESK TEST FREE! A fact-finding trial ... It costs noth- 
ing, proves everything. Phone your Royal representative for information or 
use the coupon. 
































Scanning Controllership Scene 








Special Financial Reports for Employees 

The practice of giving special financial information to em- 
ployees of business concerns, in the form of simple reports pre- 
pared especially for that purpose, spread widely this year. Mr. 
Franzy Eakin, a member of The Controllers Institute of America, 
is a pioneer in that field. He is vice-president and controller of 
the A. E. Staley Manufacturing Company, of Decatur, Illinois. 
An article by Mr. Eakin in this number of “The Controller” 
carries the reader along, and keeps controllers informed as to 
what is being done in this field. 


What value to place on capital stock this month? Read on pages 
191 and 192 what one controller reported on. that subject to his 
Board of Directors—Mr. Frank J. Nagell, of Black & Decker Manu- 
facturing Company, of Towson, Maryland. It should be helpful. 


Many words of praise are heard concerning the article by 
Professor Howard C. Greer, which appeared in the June issue 
of this publication, on price setting and the factors which enter 
into it. Read the comments on it made by President Henry C. 
Perry, of The Controllers Institute of America, speaking edi- 
torially on page 183; and his letter on page 199 to President 
Roy S. Holden of the Chicago Control, before which Professor 
Greer’s paper was presented. Intense interest attaches to the 
subject. 


Thought for Controllers 


A phrase which pops up: “Take accounting out of its straight 
jacket so that it can be used by practical management.” 


Difference of Opinion 

Gains from trading in a company’s own stock: Capital 
gains, or revenue? The Securities and Exchange Com- 
mission labels them capital gains, in an accountant’s opin- 
ion; Colonel Robert H. Montgomery in an article in 
The Journal of Accountancy entitled, “Dealings in Treas- 
ury Stock; We Call It Capital—The Courts Call It In- 
come,” takes the opposite view, and makes a strong 
argument for recording such gains as income. He says: 
“T cannot agree with a labored argument to the effect 
that the purchase of a share of its own capital stock by 
a corporation and the resale of the share is a capital 
(as capital is properly defined) transaction and cannot 
result in income.” Further: “A corporation may call its 
surplus ‘earned’ and the Securities and Exchange Com- 
mission may call it capital. In my opinion the decision of 
the courts will be the final word.” What do controllers 
think is the right answer? 


Look over the list of accountant’s opinions issued by the Se- 
curities and Exchange Commission, published in this issue. Con- 
trollers may not agree with all of them, but the opinions are 
setting accounting standards. 


What was back of the many changes made in the federal system 
of taxation by the Revenue Act of 1938? The interesting article in 
this issue by Mr. Maxwell E. McDowell gives the picture of the 
conflicting ideas which finally were merged in this measure; also a 
vivid, lively description of the changes themselves. One obtains a 
different impression. by reading this article than is gained from a 
study merely of the text of the act. 


Continued Interest in Budgeting 

Budgeting is one of the principal jobs of the controller, 
which is one reason why controllers are continually study- 
ing methods of budgeting, as well as the usefulness of 
the budget. Members of The Controllers Institute of 
America now have in their hands copies of the report 
of the discussion concerning budgeting methods of manu- 
facturing companies which took place during the Spring 
Conference of Controllers late in April of this year. Ex- 
tra copies of the booklet are available to non-members of 
The Institute. Development of a thorough exploration 
of budgeting methods during that conference is due 
largely to the planning and the efforts of Mr. E. B. Nutt, 
of the Standard Oil Company (New Jersey), who was in 
charge of the program, and to the thorough cooperation of 
many controllers. The material developed is a valuable 
contribution to the writings on this subject. 


Committees are now at work on plans for the annual meeting 
of The Controllers Institute of America on September 26 and 27. 
Two hundred new members of The Institute will have their first 
opportunity then to mingle with the 900 men who preceded them 
in associating themselves with The Institute. The operation and 
probable effects of the wage-hour law will be explored, among 
other subjects, at this meeting. Controllers will undoubtedly 
be called on to supply their companies with information on which 
will be based early action, by industries and lines of business, 
with respect to hours and wages. The minimum wage can be 
moved up immediately to the top figure provided in the act. 
Each industry will have its special problems here. Each will look 
to its controllers to help. No time will be lost in exploring 
this field. 


From the Controller, of Course 


Neu banking regulations make it possible for banks to provide 
investment banking machinery for smaller businesses. A company 
in order to avail itself of this new service must demonstrate by facts 
and figures, records of earnings, and the like, that it is sound— 
that it can reduce a debt by 75 per cent. in ten years. The facts 
and figures? The special report? From the controller, of course. 


Paper on costs of distribution, by Mr. Philip Saunders, sched- 
uled for July publication, postponed to August. 
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O™ of the interesting features of the course 
in Accounting offered by the Interna- 
tional Accountants Society, Inc., is its wide 
range of selectivity, which affords the student 
specialized instruction. 

The chart shows how the student can select 
more than one-half his lessons to cover sub- 


jects pertaining to work in which he is most 
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subjects. 
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S IGNIFICANT indeed in the practice of control- 
lership is the title summarizing Mr. Howard C. 
Greer’s article which appeared in the June issue of 
THE CONTROLLER, viz.: “More Than Knowledge of 
Costs Needed To Set Prices Intelligently.” 

During times of prosperity and depression indus- 
trial management is confronted with the problem of 
fixing a price structure which will yield an adequate 
return on investment and yet provide intelligently 
for the fullest employment of its facilities, depend- 
ent upon the volume of business available. Through 
the cycle of prosperity costs are relative, and in a 
competitive system the demand created by rising 
prices very often allows for what the traffic will 
bear. Directly reversed, however, is this condition 
when trade recession sets in. Costs then amount to 
a measuring device, and in price development fre- 
quently one of hopeful expectancy. Given proper 
analysis, costs indicate the point at which an industry 
can not market its product and receive in exchange 
a new dollar for an old one. 

It is exactly at that point that the ability of man- 
agement is put to the test, and when the controller 
may be of most help. Knowledge of costs is insuf- 
ficient to meet the problem. While the responsibility 
for pricing rests primarily with general management 
the controller, if adequately informed, may in these 


Comment 


circumstances be of inestimable service to manage- 
ment. 

When supplied with information developed by 
the controller from such knowledge, management 
is in position to make effective that factor of judg- 
ment upon which successful enterprise depends. Co- 
ordinated effort through the controller's department 
assures success much greater than is produced by a 
corresponding group of individuals operating in- 
dependently; but coordination is not possible with- 
out understanding. There is no substitute for con- 
viction which springs from the soil of many minds. 
It is, consequently, of more importance that control- 
lers assemble for an exchange of experiences in 
periods of depression than when profits are safe- 
guarded by the underlying force of general prosper- 
ity. At such times the general management viewpoint 
is most essential, and this viewpoint may be fortified 
and made more secure by the expanded knowledge 
resulting from contact with men engaged in diversi- 
fied units of business activity. 

The June issue of this publication, and especially 
the contribution by Mr. Greer, is worthy of a place 
in the research files of every controller. 


By H. C. Perry, President, 
CONTROLLERS INSTITUTE OF AMERICA. 





Contents for July, 1938 


PAGE 

Scanning Controllership Scene .........0.02seeeeess 181 

Editorial Comments crys. cowirccovinte Saale eee meee 183 
Business Resorting to Issuance of Special Reports to 

Liste to] (a (2 a a eT RPO Oar a 184 
This Is Month for Capital Stock Declaration: Hints on 

COMPUIMIONE. «5 ec cle seta wee Vole ee eet aia 191 


Tabulation of Accounting Opinions Issued by Securities 


CONARRISSNG i 2 ao hs os A Sree aia la on Sco 192 
“Capital Transaction,” SEC; axable Income Says 
"Tax Aippeate Boat) <0 c'e h ng gas eae ecco oles 193 


PAGE 

Analysis of Changes Brought About by 1938 Federal 
ROCCE (ARB oes. keds cwnscandwumeanes eae aad 195 
Reviews of Recent Business Publications ............ 207-8-9 
Institute Activities—Communications ...........+.+- 210-11 

Department Store Accounting for Inventory, and for 
PUISGHASES <5 c con cn can wu ates ener aereS 212 

“Approved Employer Plan” Suggested To Simplify Social 
Security. Reporune |. . 5.0.50 01.4 fo wisawouses we eae 214 





THE CoNTROLLER. Published monthly by The Controllers Institute of America. 
One East Forty-second Street, New York, N. 
the act of March 3, 1879. Subscription $4.00 a year. 


articles are those of the Authors, not necessarily those of The Controllers Institute of America, ARTHUR R. - CKER, Editor. 
VotumE VI, No. 7 A. 


Copyright, 1938, Controllers Institute 








Y. Entered as second class matter at the postoffice, 
Single copies, 50 cents each. 
pleased to review manuscripts submitted for publication, but will not be responsible for loss in transit or otherwise. 


American Building, Brattleboro, Vt. Editorial offices, 
Brattleboro, Vermont, September 1, 1937, under 
Advertising rate card upon application. The editor will be 
The views expressed in the various 


Publication office, 


of America. Printed in U. July, 1938 





















Business Resorting to Issuance of 


Special Reports to Employees 


Large Companies Take Workers into Confidence, Give Them Detailed Information 
About Operations, Income, Outgo—Fundamental Costs Set Forth in Simple State- 
ments—Have Profound Effect on Employees and Public—Paper by Mr. FRANzy EAKIN. 


HIS magazine is happy to publish 

the paper that follows, the sub- 
stance of which was presented by MR. 
FRANZY EAKIN, vice-president and 
controller (it is spelled “comptroller” 
by his company) of the A. E. Staley 
Manufacturing Company of Decatur, 
Illinois, at a regional meeting of con- 
trollers in Indianapolis, on May 23, 
under the title, "Financial Reports to 
Employees.” The paper describes what 
is believed to be a constructive move- 
ment to inform workers on a number 
of points concerning which much con- 
fusion has been created by recent eco- 
nomic and political developments. 

In this field MR. EAKIN is a pioneer. 
He -has been advocating wide use of 
the plan which is described here, and 
the fact that many large companies 
have thought well enough of it to try 
it indicates that it has much merit. 
It is a work that devolves largely upon 
the controller. 

—THE EpIror. 


During the last few months several 
large companies have issued a new 
type of accounting report. Several of 
these reports have been prepared espe- 
cially for distribution to employees, 
some of them have been prepared for 
distribution to stockholders and em- 
ployees, and in some cases the regular 
stockholders’ report was sent to em- 
ployees together with a special report 
or with a letter commenting upon var- 
ious features of the annual report to 
stockholders. 

A few years ago had the chief exec- 
utive of any of these companies sug- 
gested to his board of directors that 
he desired to issue such a report to 
employees, he would probably have 
been subjected to severe criticism. 





Many of the top executives of our 
business enterprises have felt that it 
was inadvisable, if not dangerous, to 
publish such vital information con- 
cerning the operations of our com- 
panies. Many of them have felt that 
if such information were given to the 
employees it would be used as a basis 
for developing demands for increased 
wages, improved working conditions, 
and possibly for demanding a larger 
share in the management of the busi- 
ness. 

From the position of maintaining 
that secrecy was desirable, to that of 
publishing full, complete, and intimate 
information, represents a substantial 
and radical change. The reasons for 
this change are of interest. During 
the past few years business has been 
subjected to many bitter attacks. In 
these attacks such information as was 
available has been misinterpreted and 
presented as proof that business was 
an enemy of employees, consumers, 
and government. These attacks have 
been so violent and in many cases so 
convincing that governments have 
sought to force upon business many 
regulations which business manage- 
ments have known would operate 
against the public interests. Being 
under such pressure managers have 
sought means whereby they might make 
a counter attack. This counter attack 
has in part taken the form of “Finan- 
cial Reports to Employees.” 


BUSINESS REPLIES TO CRITICISMS 


In these reports the fundamental 
facts of businesses have been set forth 
in simplified balance sheets and profit 
and loss statements. In the process of 
simplification these statements have 
been made more complete and under- 


standable than those which heretofore 
have been issued to stockholders. This 
has been accomplished in part by the 
use of the common language of every 
man, and in part by use of elementary 
but basic accounts to record the funda- 
mental facts and relationships of busi- 
ness. In addition to these balance 
sheets and receipts and costs statements 
several of the reports have included 
discussions of such questions as “How 
do we earn our living?’, “Who is the 
real boss?’, “What distribution is 
made of funds received ?’’, ‘Is compe- 
tition wasteful?”’, and other questions 
of like nature. 

In the June, 1937, issue of THE 
CONTROLLER I discussed a method of 
reporting profits in such a way as to set 
forth the economic significance of our 
business operations. In this article I 
wrote as follows: 


“Such accounting also reveals that busi- 
ness enterprises are but processes or fa- 
cilities by which persons possessed of 
savings invest them in tools and other 
equipment and loan them to a group 
known as employes, who use them, to- 
gether with their skill and knowledge, in 
the production of goods and _ services 
which are sold to customers. Or, stated 
in other words, the mutual dependency of 
customers, employes, and owners stands 
revealed for all to see.” 


And again: 


“The foregoing statement clearly re- 
veals that profits are cost or wages, that 
they are paid by customers as a return to 
the owners, and it also reveals that if 
wages to employes or taxes to govern- 
ment are to be increased, the customers 
must pay more, or Owners must be paid 
less. When put in this form all of the 
interested parties—customers, public, gov- 
ernment, employes, and owners—are 
fully informed, that they may deal justly 
one with another and in such dealings 
find a method by which individual and 
national well-being may be advanced.” 
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Through reports of the kind which 
should be made to employees, we can 
establish throughout our economy 
knowledge that only as people labor 
and produce does an economy prosper. 
Further, we can reveal so that all may 
understand that there is no conflict be- 
tween capital and managers on one 
hand and employees on the other. As 
we establish an understanding of these 
facts we lay the groundwork for the 
removal of fear and establish a desire 
which will make itself felt that the un- 
sound practices of our present govern- 
ment be discontinued and that govern- 
ment and business join in a coopera- 
tive program whereby prosperity shall 
be created and maintained. 

Unquestionably these reports are 
having a profound effect upon the 
employees and the public. Many tre- 
ports are being received which indi- 
cate that employee relations have been 
improved and that the public under- 
standing of business has tended to be- 
come more favorable. 

I shall now turn to an examination 
of a number of the financial reports 
which have been presented by several 
companies to their employees. 
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United States Steel Company 


In early December of last year the 
United States Steel Company in its house 
organ, U. S. Steel News, published a 
nine-year statement of its operations. 

This publication was heralded as an 
unprecedented one. It was news, com- 
mented upon by the press throughout 
our country. Together with this state- 
ment there was published a discussion 
entitled, “How We Earn Our Living.” 
In the January, 1938, issue of the same 
house organ, this statement was re- 
published together with another dis- 
cussion entitled, “Who Pays Wages?” 

The statement published by the 
United States Steel Company was in 
very simple form. Because it was prob- 
ably the first statement published 
widely in this form, and because of 
the impression which it made upon 
executives of other companies, I am 
going to read you the form in full. 

(See Form at Botton of Page) 


Four PoINTs EMPHASIZED 
There are a few points which 
should be emphasized with respect to 
this statement. (1) That it states that 
all of the income was received from 


January 1, 1928, to December 31, 1936 
(000,000 omitted ) 














U. S. Steel received from the public in exchange for goods and services... . $5,921 
This was disposed of as follows: 
Items over which U. S. Steel had no control: 

Goods and services purchased from others..............-.0000e0e- $2,142 

gS oa Pe ere be aay Ord Oe HE ca ee Aa Par eer ace ee ee 379 

Deprectation: and: depletion eos sic 64. cian dace kdiere ol oslo ea ea Seale ore 457 2,978 

(of which $87,000,000 was wages paid directly by U. S. Steel and 

not included in ‘‘Wages” below) 
Balance remaining (being 49.7% of the Gross Receipts).............. $2,943 
Disposed of as follows: 

Wages and salaries (being 85% of “balance remaining”).......... 2,502 
TiGawisy oink ig aril erase gece, ho spor ake RSta Gol ee eR tins eae SaaS eee Mes $ 441 
Disposed of as follows: 

Interest paid for the use of assets representing savings, the ownership 

of which is evidenced by bonds and mortgages .................. & 77 

Dividends paid for the use of assets representing savings, the ownership 

of which is evidenced by preferred and common stock, being 13.7% 
Of “Balance Temata, cd 608, event cern arose eine ceva meeenne: 405 482 
Di eaini Ot) ay CORES Ole icc ces aie 5 sia ie's Se ala wise avait ASAE, & La ELD STS $ 41 


provided from savings made on behalf of the owners by U. S. Steel 


during prior periods. 


(The sum of $482,000,000 paid for the use of assets by U. S. Steel 
reduced to an average annual return on the average amount of assets 
used during the period amounts to 2.829% per year. Since $41,000,- 
000 was withdrawn from prior earnings, the earned return was 


2.497% per year.) 
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the public in exchange for goods and 
services. (2) That a considerable por- 
tion of this income was paid to other 
persons in exchange for goods and 
services purchased from him. (3) 
That of the balance remaining 85% 
was paid to employees in wages and 
salaries. (4) That the remaining por- 
tion together with a small amount of 
the capital was paid in interest and 
dividends as wages for the tools which 
were used by the employees in the pro- 
duction of goods and services that 
were sold to the public. 

With these facts in mind it is quite 
easy to understand the conclusions 
which the United States Steel made: 


“There is nothing mysterious about 
what United States Steel Companies do 
to earn a living. They are bound by ex- 
actly the same rules as those who work 
for them. They live on the money they 
get from the public in exchange for goods 
and services. That is their pay check.” 


And again they state: 


“All of us are dependent, one on the 
other. Only together can we earn a liv- 
ing.” 


Further, in answer to the question 
which they posed, “Who Pays 
Wages ?”’, they conclude: 


“United States Steel does not actually 
pay any wages or salaries. It seems to 
pay them because it fills the pay en- 
velops and writes the checks. But really 
it is only a paymaster. It can pay only out 
of the money paid to it..... When a 
man is working for himself, he knows ex- 
actly where his wages come from—what 
he does and what he gets for doing it are 
tied together. .... United States Steel, 
as a paymaster, can distribute as wages 
only the money that comes to it from 
production. .... Wages cannot for long 
be paid at the expense of anyone. They 
can be—and have been—increased only by 
all producing more goods to share. Wages 
are paid by the public in the products 
which it uses and the public uses the 
products only when they are of a satis- 
factory quality and at a price which it 
wishes to pay. The public pays the 
wages.” 


International Harvester Company 

The 1937 annual report of the In- 
ternational Harvester Company makes 
a few statements that are of interest to 
employees. It reveals the total amount 
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that was paid in salaries and wages 
and the total amount that was paid in 
taxes. It also discusses wage increases 
and certain other items that are of in- 
terest to employees as well as to stock- 
holders. This report was issued under 
date of February 17, 1938. 


Swift & Company 

Another report which should be 
mentioned in this connection is the 
Year Book of Swift & Company issued 
December 20, 1937. This report con- 
tains in addition to the usual financial 
statements, information of great inter- 
est to the public and to employees. 
Among the subjects discussed there are 
three which are of great importance: 
(1) Is competition wasteful? (2) 
Consumers have the last word, and 
(3) The Swift & Company sales dol- 
Jar. In this last article the company 
states the distribution which was made 
of every dollar received by it from the 
sale of its products. The figures in the 
1937 Year Book are for the year 1936. 
They are as follows: 


Cents 
Paid to Producers (For Cattle, 
Calves, Hogs, Sheep, Lambs, 
Dairy and Poultry Products, etc.) 76.0 


Paid to Employes 10.6 

Paid to Manufacturers of Supplies 4.1 

Paid to Railroad and Trucking 
Companies 3.4 


Paid to Various Other Agencies: 





Banks and Bondholders 7. 
Federal, State, and Local 
Governments (Taxes) 9 
Miscellaneous—Rent, Tele- 
graph, Telephone, Adver- 
tising, Pensions, Insurance, 
and other small items 2.5 
3.6 
Depreciation (to be paid to manu- 
facturers of new equipment 8 
98.5 
Balance remaining with Swift & 
Company as earnings 1:5 
Total 100.0 


The Detroit Edison Com pany 

The Detroit Edison Company in its 
report for the year 1937 issued Janu- 
aty 17, 1938, also made a new de- 
parture in giving information that is 
helpful to the public and to the em- 
ployees in understanding the opera- 
tions of a business enterprise. I quote 
in full one section of this report: 
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Income—Outgo 
“Conforming to a recent fashion we 
itemize in brief our disbursement of gross 
earnings: 


AES neo Pe Bonk cokes $14,329,714.31 
Fuel for Power Houses and 
Heating Plants ........ 6,648,013.72 


Other Expense Items, In- 

cluding Maintenance Ma- 

UTS CA a pe ee Sen 6,878,738.61 
ge NE SN OA ee Cee ae 7,703,986.77 
Appropriated to Retirement 

Reserve, to replace work- 

ing assets as they are worn 

out or become obsolete... 7,730,800.00 
Interest (What we have to 

pay during the year for 

the use of money invested 

REDD are geek ates Ss a sind eon tess 6,016,555.08 
Dividends (our plant and 

equipment, about 4.2% of 

total imvested) . .....0%s.. 7,612,529.13 
Appropriation to Casualty 

and Contingency Reserve 44,741.25 

| Ue SS a eRe Omen ee $56,965,078.87 
Balance carried to Earned 
SOMES & 651512 Grates te eisses 2,293,666.34 


Gross Earnings ........ $59,258,745.21 


“In addition there was expended $15,- 
690,127.09 for the construction of new 
plant, paid for with funds retained in the 
business by appropriation to Retirement 
Reserve and the increase in Earned Surplus, 
and by drawing down cash balances and 
borrowing from banks.”’ 


Allied Chemical & Dye Corporation 

The Eighteenth Annual Report of 
the Allied Chemical & Dye Corpora- 
tion was issued March 17, 1938. In 
one paragraph the president of the 
company states a fundamental truth so 
concisely yet so clearly that all of us 
at least should remember it if not 
memorize it. 


“Net income for the year was $24,770,- 
845. This is the amount which remained 
out of the company’s gross receipts after 
providing for taxes, depreciation, ma- 
terials consumed, salaries and wages and 
all other expenses, but without providing 
for any compensation for the use of the 
company’s assets which represent the sav- 
ings of the stockholders and are the neces- 
sary tools of the business. Net income 
thus represents compensation to the stock- 
holders for the use of the tools just as 
salaries and wages represent compensation 
to employes for their labor, both of which 
are required for the production of goods 
for customers.” 

(Italics by the writer) 


Bethlehem Steel Corporation 
The Bethlehem Steel Corporation in 
its house organ, Bethlehem Review 
dated March 5, 1938, gave a statement 


of its operations for the twelve-year 
period 1926-1937. The statement as 
presented was as follows: 


Received from the 
public in ex- 
change for goods Jo 
and services $2,942,235,550 100.0 

This was disposed of as follows: 

Wages and sal- 

aries 1,176,353,933 40.0 
Materials, Sup- 
plies and Ex- 

pense 953,731,861 32.4 
(Other than wages, salaries and 
inbound R. R. Freight) 

Inbound Rail- 
road Freight 
Depreciation and 

Depletion 
Interest Paid 

(Less other in- 

come) 68,403,856 2) 
Taxes paid 107,909,537 3 
Paid to Stock- 

holders 124,657,120 4,2 
Balance (Re- 

tained in the 

Business ) 


320,710,475 10.9 


168,646,382 5.8 


21,822,386 oe 


Illinois Central System 

On April 14, 1938, the Illinois Cen- 
tral System wrote a new page into his- 
tory of the relationships of our rail- 
roads to the public and to their em- 
ployees. The Illinois Central System 
issued a special report to the ‘“Em- 
ployee Members of the Illinois Cen- 
tral System.” Mr. Downs, president, 
introduced this statement in a way 
which I think worthy of quotation: 


“It might have seemed strange a dozen 
or more years ago for the management 
of a railroad to offer a financial report 
to its employes in addition to that cus- 
tomarily given its stockholders; but 
events within recent memory have shown 
how deep a concern employes must have 
in the success or failure of the business 
enterprises which their jobs make possi- 
ble and upon which their jobs depend. I 
therefore make no apology for taking 
you all into full business confidence re- 
garding the operations and results of the 
Illinois Central System for 1937. This 
report supplements and interprets the re- 
port I must make to our stockholders at 
their annual meeting.” 


The statement which was presented 
by the Ilinois Central System was com- 
posed of twelve items and was a com- 
parative statement for the years 1937 
and 1936. The first five items in this 
statement pertain to the sources from 
which their revenues were received, 
which sources are: (1) Transporting 
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freight, (2) Transporting customers, 
(3) Transporting baggage, mail, ex- 
press, milk, (4) Switching, storage 
and related services, (5) Rents, inter- 
est and similar income. 

The expenses were given in six 
items. They are: (1) Pay rolls (cur- 
rent operations), (2) Materials and 
charges related thereto, (3) Taxes, 
(4) Rent of equipment, joint track, 
and the like, (5) Rent of leased lines 
and related charges, (6) Interest on 
indebtedness. 

The last item in the statement is net 
income, the difference between grand 
total of receipts and grand total of 
expenses. Each of the items was dis- 
cussed in the special report to the em- 
ployees in such everyday language that 
any person could understand it. All 
the technicalities of financial terms and 
of accounting procedures were elimi- 
nated. The facts of the operation were 
told in a straight-forward manner and 
in words that are commonly under- 
stood. 


A. E. Staley Manufacturing Company 

The company with which I am 
associated, the A. E. Staley Manufac- 
turing Company, at Decatur, Illinois, 
has used two methods of presenting 
information to its employees. First, 
we use letters signed by the presi- 
dent of the company and directed to 
the employees. In the letters we 
attempt to state the facts as they 
are. In addition to these letters we 
use also a house organ for circula- 
tion only to our employees at De- 
catur. In this house organ we present 
statements and discussions of our 
affairs. 

In both the letters and in the 
house organ we attempt to use words 
that are generally understood. The 
statement of operations which we 
give to the employees consists of 
the following items: (1) Receipts 
from customers, (2) Purchases of 
goods and services, (3) Salaries and 
Wages, (4) Interest and bond ex- 
pense, (5) Taxes, (16) Rentals, (7) 
Depreciation, (8) Dividends on pre- 
ferred stock, (9) Dividends on com- 
mon stock, (10) Corporate savings 
or losses. In certain of our letters to 
employees we have explained the 
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nature of the items that are included 
under each of these captions. 

In a letter dated February 14, 
1938, we gave to our employees a 
statement such as I have outlined, 
and with this letter we sent the em- 
ployees a copy of the annual report 
which we made to our stockholders. 

In our house organ we presented 
the balance sheet as contained in the 
annual report to the stockholders 
broken down so as to reveal the 
amount of investment per employee 
in the various assets used in the 
business and to show the source 
from which the funds invested in 
these assets were derived. 

In our presentation of the balance 
sheet we describe plant account and 
capital account in the following man- 
ner: 

Total original investment in lands, 
buildings, and equipment used in 

our operations ey yy en ee ee ee xXXXX 
Less the amount that has been de- 


ducted for depreciation and rein- 
vested in various assets ........ XXXX 





Present investment in tools.... xxxx 


Stockholders’ original investment in 
NEA CORMIROE 3.2 5. scx 5. re ese ecu g caters XXXX 
Add: Investment of funds which 
could have been withdrawn as 
profits were earned ............ XXXX 


Total investment of stockholders xxxx 


The Caterpillar Tractor Company 

The Caterpillar Tractor Company 
under date of February 3, 1938, also 
made history in that it issued an an- 
nual report to stockholders and em- 
ployees. The opening paragraphs of 
this report are worthy of quotation: 


“This year we vary the form of previ- 
ous annual reports by addressing this 
year’s report to employes as well as to 
stockholders. Not only have employes 
many interests in common with stock- 
holders, but it would seem that perhaps 
much good might come if the employes, 
as well as stockholders, were possessed of 
information regarding operations of the 
company, the better to weigh the various 
economic, social and political theories 
now being so generally discussed. 

“It is upon the men and women who 
make up factory, office and management 
staffs—all employes of the company— 
that the customer-appeal of our products 
depends. The employment of all of us, 
in turn, depends upon customer-satisfac- 
tion. The customer must be satisfied with 
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the competitive quality and price of our 
products and must experience an economy 
in their use; otherwise, he will patronize 
someone else. In the final analysis it is 
from him that we get the money for ma- 
terials, for wages, for taxes, and, last but 
not least, for profit, without which the 
enterprise cannot endure and employ.” 


In this report the company discusses 
the balance sheet and income accounts 
and also gives considerable informa- 
tion with respect to engineering, prod- 
ucts, labor relations, employment, and 
other subjects of interest to the em- 
ployees. A number of illustrations and 
charts were used to assist both the 
stockholders and the employees in un- 
derstanding the statements being made. 
In addition to the balance sheet in the 
regular accounting terms, a special bal- 
ance sheet and income statement were 
included. These were entitled respec- 
tively, (1) Explanatory Statement of 
Assets, Liabilities and Net Worth, (2) 
Explanatory Statement of Income, Ex- 
penses, Profits, and Dividends. 

In the explanatory statement of as- 
sets, each item of the balance sheet is 
described at some length. To illus- 
trate, the item cash is described as: 


“Cash in banks in the principal financial 
centers of the United States and in cities 
and towns in which the company has a 
factory or parts distributing depot. The 
amount is normally equivalent to the 
cash required for about two or three 
weeks of operations.” 


The explanatory statement of in- 
come, expenses, profits and dividends 
is very simple and is also written in 
descriptive language. The statement 
consists of two items of income, four 
items of expense, one item of divi- 
dends, and the balance is described as: 


“A balance which was retained in the 
business and used for expansion of em- 
ployment during the year.” 


The Johns-Manville Company 

The Johns-Manville Company issued 
a special report to its employees. Mr. 
Brown, president of the company, in 
his letter to the employees which pre- 
cedes the statement makes these state- 
ments: 

“Our stockholders put their money into 


the company. In return, when business is 
good, they are paid ‘dividends.’ When 
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business is bad the stockholders are ‘laid 
off’ in that they receive reduced dividends 
or sometimes no dividends at all. 

“The jobholders put their work into the 
company. When business is good they re- 
ceive regular pay and the opportunity to 
earn more in wages or salary. If business 
conditions force the company to slow 
down production, some jobholders have 
to be ‘laid off,’ in that hours may be re- 
duced, pay may be cut or actual lay-offs 
may be necessary. 

“It is the chief concern of the mana- 
gers to try to plan for the best possible, 
uninterrupted annual wage or salary for 
both jobholder and stockholder. Then 
neither of them will have to be ‘laid 
off.’ Your company managers know that 
both stockholders and jobholders are de- 
pendent upon each other, and that neither 
could profit without the support and 
cooperation of the other.” 


This report of the Johns-Manville 
Company contains a rather complete 
analysis of its purchases, a statement of 
its total income and how it was dis- 
tributed, a balance sheet in descriptive 
language, a brief history of the com- 
pany, and a discussion of several other 
items which were of special interest 
to the employees. The report has a 
number of illustrations which makes 
it very readable and increases its in- 
terest. After deducting from the total 
amount received from customers, the 
amount which was paid for materials 
and services related thereto, the bal- 
ance in addition to being set forth in 
amounts is given in cents of each dol- 
lar. To quote from the report we 
have the following: 


“Summing up then, each of the $39,- 
861,579 we added to the value of the raw 
materials and products bought for resale 
was divided in this way: 


Wages and salaries 51 cents 
Dividends 1114, cents 
Depreciation and depletion 6 cents 
Research 11/ cents 
Addition to surplus 2 cents 
Taxes 5 cents 
All other expenses 23 scents 
Total $1.00 


This report of Johns-Manville Com- 
pany makes one statement which is not 
contained in any of the reports which 
I have mentioned. It is stated in these 
words: “Here is what happened to the 
$39,861,579 which we added to the 
value of the raw materials and prod- 
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ucts bought for resale after they 
reached our plants... .” 

The point to be emphasized here is 
that they speak of the value added to 
the raw materials and products after 
they reached the plants. 


Monsanto Chemical Company 


The last report which I shall dis- 
cuss is that issued by the Monsanto 
Chemical Company, St. Louis, Mis- 
souri, under date of March 15, 1938. 
This report is entitled, ‘Employees’ 
Edition of the Annual Report for 
the year 1937.” Probably the open- 
ing sentence will tell you more of its 
subject matter and attitude than can 
be told in any other way. On the 
first page of the report there is a 
very fine picture of Mr. Edward M. 
Queeny, president of the company. 
The first sentence under this picture 
is: ‘Let us sit down together and 
talk for a little while about our busi- 
ness.” The balance of the report is 
just that—a discussion with the em- 
ployees, of their joint business. A 
number of illustrations are used. The 
report is printed in two colors which 
increases its interest and readability. 
In the course of the discussion, Mr. 
Queeny develops in a very fine man- 
ner the answer to two questions, (1) 
Who is our real boss?, and (2) What 
is back of my job? 

In answer to the first question he 
reveals that it is the customer who in 
the final analysis provides employ- 
ment for the employees and stock- 
holders. In answer to the second 
question he shows that each employee 
has on the average approximately 
$10,000 worth of assets provided by 
the stockholders, for use in earning 
his salary or wage and paying a re- 
turn to the owners of the tools used. 
This report is deficient in only one 
respect. It does not contain a state- 
ment of income and expense. How- 
ever, it does contain an explanatory 
balance sheet in which the various 
assets and liabilities are described in 
terms easily understood. 


SUMMARY OF REPORTS 
Review of several of the financial 
reports which have been issued to 
employees discloses at least five 


points worthy of consideration. 
These are: 

(1) That these reports are writ- 
ten in simple language. The techni- 
calities of the financial men and the 
jargon of accountants are not used. 
It is the language of one common 
man talking with another common 
man. 

(2) That the financial statements, 
that is, balance sheets and income 
and expense statements, are com- 
plete, yet brief and concise. They 
are reduced to the fundamental ele- 
ments. 

These fundamental elements of 
the income and expense or profit 
and loss statement are: 


Receipts 


Receipts from goods and services 
sold to customers .......... $x 


Costs 

Purchases of goods and services 

to be used in production..... $ x 
Payments to employees—Salaries 

AAG WALESH 3 <:listasies te aicere-ais x 
Taxes paid to local, state, and 

Federal Government ........ x 
Depreciation to be used to replace 

the plant as worn out and ob- 


SNORE cr aizsapshssuenigrc efebdnchal e's x 
Rents and Royalties ........... x 
Interest and related expenses.... x 


Dividends paid to stockholders 
as rental for the assets or tools 
which their investment has pro- 
vided for use of the business... x 
RROE AU COSE scars. eeeticrencis rs iene x 





Savings retained in the business 
to provide for expansion and 
to assure the permanency of 
the“ usiness iis. s2ciss rs. « $:x 


These fundamental elements have 
been recognized in the best of the 
statements which have been issued 
to employees. However, unfortu- 
nately, certain accountants in pre- 
paring these statements have not 
analyzed carefully their costs to de- 
termine the fundamentals and have 
therefore included other items and 
sometimes have grouped a number 
of items together under one caption, 
“Other Costs and Expenses.” This 
failure to reduce to the fundamen- 
tals serves to confuse and detracts 
from the value of these statements. 

These receipts and cost statements 
are a consolidation of the account- 
ants’ profit and loss and surplus ac- 
counts. In our regular financial re- 
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ports these two accounts are re- 
ported in separate statements, but 
in these reports they are consoli- 
dated into one statement and the 
remarkable thing about it is that the 
consolidated statement, i.e., the state- 
ment of receipts and costs reveals a 
greater number of fundamental facts 
and reveals them more clearly than 
does the traditional financial state- 
ment. 

(3) An endeavor is made to re- 
move the mystery which generally 
surrounds corporate activites and to 
reveal that the operations of a com- 
pany are in their fundamental as- 
pects similar to the operations of an 
individual. 

(4) An attempt is made to show 
that the assets are tools used by the 
employees, that these tools are fur- 
nished by stockholders, and that any 
return in the form of interest or 
dividends is but a rental or wage 
paid for the use of such tools. Fur- 
thermore, it is emphasized through- 
out these reports that the income of 
the company, which income pro- 
vides the salaries and wages of the 
employees, results from labor on the 
part of the managers and the em- 
ployees using the tools provided by 
the stockholders. 

(5) There is no propaganda in 
these statements; there is no attempt 
to deceive. An earnest endeavor is 
made that all may understand the 
facts, and in such understanding 
may not be deceived by those out- 
side business who would gain politi- 
cal and economic advantages. 

In nearly, if not all of the financial 
reports to employees that I have 
seen, there has been a frank acknowl- 
edgment by the management that the 
employees have an interest in the busi- 
ness. A number of the reports speak 
of stockholders, managers, and em- 
ployees as being dependent one on 
another. 


SOURCE OF NATIONAL INCOME 

A few minutes ago I referred to 
the statement made in the Johns- 
Manville report concerning value 
added. While all of the reports 
which I have discussed and probably 
a great many others which have been 
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issued during the past few months 
have made a substantial contribu- 
tion to our understanding, I recom- 
mend that one further statement be 
incorporated into these reports. This 
is a statement which would reveal 
quite simply and quite clearly that 
the income and distribution of our 
business enterprises is produced by 
this added value, and that income 
produced by each business enterprise 
is a part of the national income. 

In speaking at the annual meeting 
of the Controller’s Institute of 
America in New York last October 
I presented a form of statement 
which accomplishes that which I have 
just recommended. The statement 
consists of only eight items. These 
items are the items that are used by 
statisticians and economists in meas- 
uring national income paid out and 
national income produced. 

The statement follows: 


National Income Paid Out and 
National Income Produced 


Payments to Employees— 
Salaries, wages, pensions, and 
other compensation Sixx 
Payments to government— 
Federal, state, and local taxes XXXX 
Payments for use of assets— 


Rents and royalties XXXX 
Interest and related expenses XXXX 
Dividends XXXX 





Total National Income Paid out xxxx 
Corporate Savings XXXX 





Total National Income Produced xxxx 





In discussing this statement I 
said: 

“National income, in all its aspects, is 
merely the sum of the income produced 
and paid out by private businesses. This 
statement for a single business enterprise 
reveals all the elements of national in- 
come. Of greater importance than this is 
that it reveals the source of income. The 
source of national income exists in pri- 
vate businesses producing goods and serv- 
ices used by the people.” 


NEED AND BENEFITS 


I know of no better way to em- 
phasize the need for, and to disclose 
the advantages of financial reports 
to employees than to quote a part of 
Mr. Merryle S. Rukeyser’s column 
printed last Wednesday, May 18, 
1938. These statements were made 
by Mr. Rukeyser in discussing the 
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report of the Standard Oil Company 
of Indiana, just issued to its em- 
ployees. Mr. Rukeyser said: 


“Political business baiting and labor 
union agitation are rapidly changing the 
attitude of corporation executives toward 
their employes. 

“With their backs to the walls, execu- 
tives are no longer eager to gild the lily. 
But they are eager to rest their case be- 
fore the bar of public opinion on the 
unvarnished truth. 

“Accordingly, they are using new and 
greatly simplified accounting tools to tell 
employes and the public about the au- 
thentic nature of their operations. 

“The old attitude of corporate secrecy 
and mystery is rapidly going out of the 
window. Accordingly, a significant new 
fashion of issuing financial reports to em- 
ployes as well as to stockholders is cur- 
rently developing. 

“Corporate executives are coming to 
see that the best way to discredit dema- 
gogic lies about them is to give the low- 
down in the form of elementary arithmetic. 

“The United States Steel Corporation 
got the new vogue well underway last 
December, and since that time others have 
rapidly fallen into line. 

“Sometimes executives do not seem 
fully aware of the power behind the new 
tool. Some think of it merely as a means 
for making old accounting technique more 
intelligible to the laymen. But there is 
more than that behind it. It is also a de- 
vice for answering the whole Marxian 
credo against private enterprise, making 
it clear that what is commonly termed 
profit is in reality a wage payment for 
the iron man, consisting of machines and 
other tools. 

“Every time a business executive thus 
takes employes into his confidence he not 
only provides an intelligent basis for col- 
lective bargaining, but also helps to eradi- 
cate misconceptions which are detrimen- 
tal to national progress.” 


IN CONCLUSION 


It appears not out of place to quote 
from the introduction to Adam Smith’s 
famous work, ‘Wealth of Nations’: 


“The annual labour of every nation is 
the fund which originally supplies it with 
all the necessaries and conveniences of 
life which it annually consumes, and 
which consist always either in the immedi- 
ate produce of that labour, or in what is 
purchased with that produce from other 
nations.” 


That which he said and that which 
is true is this: The only source from 
which the goods and services necessary 
to maintain life and desirable to make 
life enjoyable can be secured, is found 
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in the work of the people of an econ- 
omy. Money, prices, are secondary fac- 
tors. They are important, but they 
can have no being and no importance 
unless preceded by products, the result 
of labor. 

Adam Smith stated a fundamental 
truth. Labor, the work of man, is the 
only source of individual and national 
well-being. When we fail, as we now 
are, to recognize this, and attempt by 
price manipulation, by creation of 
debts, by shortening of working hours, 
and by restriction of production to 
provide plenty, we deceive ourselves. 
The end of such actions is universal 
and abject poverty. 

In about 1845 Thomas Carlyle, in- 
vestigating the reasons for a depres- 
sion then prevailing in England, made 
an analysis of business operations. In- 
cluded in his analysis was an examina- 
tion of the relationship of owners, 
managers, and employees. He appeared 
to have concluded that if the problems 
of this relationship could be solved, 
depressions, with their attendant un- 
employment and poverty, could be 
avoided or at least greatly minimized. 
Towards the end of his writings on 
this subject he asks a question and in- 
dicates an answer which unquestion- 
ably, in the light of our present knowl- 
edge, is the right answer. I quote: 

“A question arises here: Whether,—, 
your Master-Worker may not find it pos- 
sible, and needful, to grant his workers 
permanent /nterest in his enterprise and 
theirs? So that it become, in practical re- 
sult, what in essential fact and justice it 
ever is, a joint enterprise; all men, from 
the Chief Master down to the lowest 
Overseer and Operative, economically as 
well as loyally concerned for it?—The 
answer,—, is perhaps, Yes;—.” 


Thomas Carlyle suggested the 
correct answer to the question, “Who 
has interest in business?” The in- 
terest of the lowest ranking worker 
and of the manager and of the owner 
is mutual. Each is dependent upon 
the other. Their enterprise is a joint 
business venture. 

This does not mean that all of the 
interests and rights of the owners, 
managers, and employees are identi- 
cal. It merely means that if either 
is to secure the benefits and returns 
which he desires all of them must 
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Five Common Causes of Inaccuracy Pointed 
Out by Social Security Board 


With employers’ quarterly old-age 
insurance reports due August 1, the 
Social Security Board today pointed out 
that business men can save themselves 
unnecessary work and help their em- 
ployees get the benefits due them, by 
avoiding errors in reporting wages. It 
seems utterly superfluous to give this 
message to controllers, but it is di- 
rected principally to the numerous 
small companies which do not have 
controllers. 

The return which must be filed at 
this time covers employees’ wages dur- 
ing April, May, and June. It is the 
second quarterly report to be made on 
the new Form SS-1a, put into use early 
this year in place of the three forms 
used in 1937. Taxes are payable at 
the time of filing the quarterly return. 
This new procedure for wage reports 
helps materially to simplify the work 
required of employers. 

Ordinarily, the due date for the re- 
port is the last day of the month fol- 
lowing the quarter for which it is filed. 
However, since July 31 falls on Sun- 
day, Bureau of Internal Revenue regu- 
lations provide that the report may be 
filed on the next following business 
day, August 1. 

In urging accurate reporting, the 
Board explained that, when it is un- 
able to make corrections in erroneous 
wage reports, the incorrect items must 
be returned to the employer for cor- 
rection. This makes double work for 
the employer and also delays the post- 
ing of these wages to employees’ so- 


cial security accounts. Accuracy in mak- 
ing their wage reports will protect 
employers to a great extent from this 
extra burden, it is pointed out. 

Five common causes of inaccuracy 
have been found by the Board in pre- 
vious reports from employers: 


1. Transposition of digits in typing 
employee account numbers. 

. Incorrect and partial names of 
employees. 

3. Omission of account numbers for 
some employees. 

. Omission of employer identifica- 
tion numbers. 

5. Illegible handwriting. 


No 


aN 


These instructions and explanations 
are given by the Social Security Board: 


‘Employers’ wage returns must show 
each employee’s name and social se- 
curity account number, and the amount 
of taxable wages paid to him during 
the quarter. After auditing these re- 
ports, collectors of internal revenue 
send them to the Social Security Board, 
where wages for each employee are 
credited to his account by means of 
his name and number. The employee's 
benefits are based on his total wages 
from employment covered by the old- 
age insurance plan. 

“The names of employees should be 
listed exactly as they appear on em- 
ployee account number cards. For this 
reason the employers should see that 
the names shown in their pay rolls 
conform exactly with the names on 
their employees’ cards.” 





work together harmoniously and co- 
operatively. 

Labor—work, is the only solution 
to our problems. Therefore, let us 
do our reporting so that all may 
understand, and in understanding, 
produce plenty that we may live 
abundantly! 


A Partial List of Companies Which 
Have Published Financial Information 
to Their Employees: 


United States Steel Corporation 
International Harvester Company 





Swift & Company 

The Detroit Edison Company 

Allied Chemical & Dye Corporation 

Bethlehem Steel Corporation 

Illinois Central System 

A. E. Staley Manufacturing Company 

Caterpillar Tractor Company 

Johns-Manville Company 

Monsanto Chemical Company 

Standard Oil Company of Indiana 

Western Electric Company 

Union Bag & Paper Corporation 

Armstrong Cork Company 

Westinghouse Electric and Manufactur- 
turing Company 

Yale and Towne Manufacturing Company 

Jewel Tea Company 

McGrath Sand and Gravel Company 
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This Is Month for Capital Stock 


Declaration: Hints on Computation 


Figure On Which Controllers Generally Agree Is One Representing Ten Times 
Highest Estimated Net Earnings In Any One of Three Years—How Excess Profits 
Tax Affects Total Cost To Corporation—Analysis by FRANK J. NAGELL. 
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HIS month will see many corpo- 
ration officials, particularly con- 
trollers, looking into the future and 
trying to decide how much their com- 


The tax is imposed at the rate of 
$1 for each full $1,000 of declared 
value of the capital stock and its pay- 
able at the time of filing the return. 


turn is in excess of 10 per cent. of 
the declared value of its capital stock, 
such excess income is automatically 
labelled ‘Excess Profits’’ and in addi- 


panies will make in net profits in 1939 If the net income as reported by tion to the normal income tax the cor- 
and 1940. The figures for this year the corporation in its income tax re- poration pays 6 per cent. on that por- 
do not involve so much guess work. 
It is on future net profits that the 
determination must be based as to what CAPITAL STOCK AND EXCESS PROFITS TAXES 
the declared value of capital stock SCHEDULE 
should be. This declared value must Declared Value 
be reported to the government and the Capital Stock Net Declared Value Capital Excess Total 
tax paid in Jul y Based on Earnings Earnings Capital Stock Stock Tax Profits Tax Tax 
- é hw . as h ; 2 Times Earnings $ 50,000 $ 100,000 $ 100 $ 4,500 $ 4,600 
An interesting analysis of the pro- ” 50,000 200,000 200 3,000 3,200 
visions of the newly enacted law, in . * fi 50,000 300,000 300 1,500 1,800 
; y a & : 
brief form, has been made by Mk. = * o Prigyo mig = - a 
FRANK J. NAGELL, of the Black & : ’ ii 
Decker Manufacturing Company, of 2 150,000 soaaee ~ 13,500 po 
; 4 150,000 00,000 600 9,000 9,600 
Towson, Maryland, a member of THE 6 150000 900000 pore 4,500 $400 
CONTROLLERS INSTITUTE OF AMER- 8 150,000 1,200,000 1,200 1,800 3,000 
cA. He has kindly made the analysis 10 150,000 1,500,000 1,500 — 1,500 
available for publication here, for the > 300,000 600,000 600 27,000 27,600 
information and use of controllers gen- 4 300,000 1,200,000 1,200 18,000 19,200 
pie 6 300,000 1,800,000 1,800 9,000 10,800 
. —THE Eprror. 8 300,000 2,400,000 2,400 3,600 6,000 
10 5 300,000 3,000,000 3,000 -0- 3,000 
CaPITAL STOCK TAX 2 400,000 800,000 800 36,000 36,800 
. 4 400,000 1,600,000 1,600 24,000 25,600 
r - > > > > 
In July, 1938, each domestic corpo 6 400,000 2,400,000 2,400 12,000 14,400 
ration will be permitted to declare a -* 400,000 3,200,000 3,200 4,800 8,000 
new value for its capital stock. This 10 400,000 4,000,000 4,000 Ar 4,000 
value when declared may not subse- 2 500,000 1,000,000 1,000 45,000 46,000 
quently be amended either by the cor- 4 500,000 2,000,000 2,000 30,000 32,000 
poration or by the Commissioner of 6 500,000 3,000,000 3,000 15,000 18,000 
f sh aie i 8 500,000 4,000,000 4,000 6,000 10,000 
Internal Revenue for a period of three — jg _ 500,000 5,000,000 5,000 ors 5,000 
years. ‘ 
' 2 600,000 1,200,000 1,200 54,000 55,200 
The enactment of the new law per 4 600,000 2'400,000 2'400 36,000 38,400 
mits a mew declaration of value at 6 : 600,000 3,600,000 3,600 18,000 21,600 
three-year intervals, beginning with 8” : 600,000 4,800,000 4,800 7,200 12,000 
the year ending June 30, 1938 10 600,000 6,000,000 6,000 <6 6,000 
, . 
As a base for the calculation of the , an a 700,000 1,400,000 1,400 63,000 64,400 
; : ly. 1938 4 , 700,000 2,800,000 2,800 42,000 44,800 
capital stock tax payable in July, 1938, 6 " 700,000 4,200,000 4,200 21,000 25,200 
the new declared value is used. For 8 se 700,000 5,600,000 5,600 8,400 14,000 
the years 1939 and 1940 the base for 10 ” . 700,000 7,000,000 7,000 ~}- 7,000 
the calculation of the capital stock tax 2 i 800,000 1,600,000 1,600 72,000 73,600 
is the original declared value plus or 4 : 800,000 3,200,000 3,200 48,000 51,200 
minus additions and deductions to cap- * ia 800,000 4,800,000 4,800 24,000 28,800 
Sat al | dei oa te’ 8 800,000 6,400,000 6,400 9,600 16,000 
ital and surplus, as delined in the law. 10 ss 800,000 8,000,000 8,000 —— 8,000 
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tion of the excess which does not 
exceed 15 per cent. of the declared 
value, plus 12 per cent. of the amount 
of excess which is more than 15 per 
cent. of the “declared” value. 

If the corporation does not pay 
enough capital stock tax, it pays the 
penalty in excess profits tax. If the 
corporation pays too much capital 
stock tax, there is no refund on ac- 
count of a deficiency in income. The 
natural thing to do, and obviously it 
is entirely correct, is to declare enough 
capital stock value to have at least ten 
times the highest estimated earnings 
during any of the years 1938, 1939 
and 1940. 


EXAMPLE 


A corporation declares a capital 

stock value of $500,000, and 

would pay a capital stock tax of. $ 500 
But its net income to be free of ex- 

cess profits tax would have to be 

within 10 per cent. of $500,000 

Ti OC ees aa eee 
If its net income was $130,000, ex- 

cess profits would be $80,000 of 

which $25,000 would be taxable 


ee oe Se 1,500 
and $55,000 taxable at 12 per 
Pesce eva tarp inc neva sarees si ays 6,600 





and the combined capital stock 

tax and excess profits tax would 

Re Maes ie woe hte ooessn yw iiis'6 415 (6% $8,600 
But if the corporation had estimated 
its net income at....$ 130,000 


xX 10 


and declared value at 1,300,000 

with capital stock tax of...... 1,300 
Because such a value allows a profit 

of 10 per cent. of $1,300,000 or 

$130,000 without excess profits 

OSA en een ene ee 0 





it would have saved .......... $7,300 


ACCOUNTING OPINION 
BY SECURITIES COMMISSION 


The Securities and Exchange Com- 
mission issued on May 20 an additional 
statement in its Accounting Series, 
No. 8. The statement, relating to the 
creation of surplus by appraisal in bal- 
ance sheets representing the accounts 
of promotional companies, follows: 


“In connection with a_ registration 
statement, an industrial company in its 
promotional stages with no record of 
business or earning capacity, filed a bal- 
ance sheet in which Property, Plant and 
Equipment, acquired in an arms-length 
transaction at a cost of $200,000, was 
carried at $720,042.81 which represented 
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TABULATION OF ACCOUNTING OPINIONS 
| Which Have Been Issued by Securities Commission 
| No. 1-A: January 6, 1937 
| Treatment of Federal Income and Extra Profits Taxes and 


Surtax on Undistributed Profits in Financial Data Included 
in Registration Statements Filed with the Commission. 


No. 1: April 1, 1937 
Propriety of Charging Losses Resulting from Company 
Revaluations of Assets to Capital Surplus Rather Than to 
Earned Surplus. 


No. 2: May 6, 1937 
Independence of an Accountant When Certifying Finan- | 
cial Statements Before the Commission. 


No. 3: September 13, 1937 | 
| Prevention of Write-ups Arising in Consolidation of Ac- | 
| counts by Parent Company with Those of Its Subsidiaries 
Through Elimination of Only a Portion of Investment Ac- 
count. 

| No. 4: April 25, 1938 

Commission’s Administrative Policy with Respect to Finan- 
| cial Statements. If Prepared in Accordance with Account- 
ing Principles for Which There Is No Substantial Au- 
thoritative Support, They Will Be Presumed To Be 
Misleading or Inaccurate Despite Disclosures Contained 
in Certificate or Footnotes, Provided Matters Involved Are 
Material. 


No. 5: May 10, 1938 
| Dividends on a Corporation’s Own Capital Stock Held in 
| Sinking Fund Should Not Be Included in Income. | 


No. 6: May 10, 1938 
Excess of Proceeds from Sale of Reacquired Treasury 
Stock over the Cost Thereof Do Not Result in Corporate 
Profits or in Earned Surplus. Should Be Treated as Cap- 
ital. 


No. 7: May 16, 1938 
List of Deficiencies Commonly Cited by Commission in 
Connection with Financial Statements Filed with the Com- 


mission. 


No. 8: May 20, 1938 | 
Creation of Surplus by Appraisal in Balance Sheets Rep- | 
resenting Accounts of Promotional Companies Not Per- | 
mitted. Must Show Fixed Assets at Cost. | 














its ‘sound value’ derived from an inde- ANNUAL MEETING OF CONTROLLERS 
pendent appraisal of the estimated ‘re- SEPTEMBER 26-27 

placement value new less (observed) de- Mr. F. W. Rauhe, controller of the 
preciation.’ Thus the balance sheet fig- American Chicle Company, has been ap- 
ure exceeded cost by $520,042.81, which pointed by President John H. MacDon- 





excess was carried as ‘surplus arising from 
revaluation of property.’ 

“In the appraisal report filed, the 
term ‘sound value’ was qualified by the 
appraiser as being ‘The value for use by a 
going concern having prospects for the 
profitable use, at normal plant capacity, 
of the properties appraised.’ 

“The registrant was required to amend 
its balance sheet to eliminate the surplus 
and to show the fixed assets at cost.” 


ald, of the New York City Control, as 
chairman of the committee which will 
have charge of the annual meeting of The 
Controllers Institute of America on Sep- 
tember 26 and 27 in New York City. 
The committee met on June 23 and 
made preliminary plans for the program 
and speakers. Group conferences, on care- 
fully selected subjects, will make up a 
part of the program. An exceptionally 
interesting two-day meeting is promised. 
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“Capital Transaction,” SEC; “Taxable 
Income,” Says Tax Appeals Board 


Different Interpretations by Various Government Agencies of Transactions by Cor- 
porations in Own Capital Stock Leave Corporations in Quandary—Courts Hand 
Down Conflicting Opinions—One Court Falls Back upon Statutory Interpretation. 


To the Editor: 

I carried the June issue of THE 
CONTROLLER home to read last night, 
and among the interesting articles it 
contains are “Two Additional Ac- 
counting Opinions Issued by Se- 
curities and Exchange Commission.” 
The second of these two opinions 
covers the question of treatment of 
any excess of proceeds from the sale 
of re-acquired stock over the cost 
thereof. In view of the recent de- 
cision of the United States Circuit 
Court of Appeals for the Third Cir- 
cuit on May 26, 1938, in First Chrold 
Corporation v. Commissioner of In- 
ternal Revenue, which reaches an op- 
posite conclusion to that of the opin- 
ion of the Securities and Exchange 
Commission, I was interested in the 
next to last paragraph of the account- 
ing opinion, reading as follows: 


“It is recognized that when capital stock 
is reacquired and retired any surplus aris- 
ing therefrom is capital and should be 
accounted for as such and that the full 
proceeds of any subsequent issue should 
also be treated as capital. Transactions 
of this nature do not result in corporate 
profits or in earned surplus. There would 
seem to be no logical reason why surplus 
arising from the reacquisition of the com- 
pany’s capital stock and its subsequent 
resale should not also be treated as cap- 
ital.” 


In view of the statement that 
there would seem to be no logical 
reason why gains resulting from the 
sale of re-acquired capital stock 
should not be treated as capital, it 
might be interesting to see how the 
court arrived at its decision that the 
transactions were not capital trans- 
actions. As the opinion is very short 
and not easily condensed, it follow 
in its entirety: ’ 


CourRT’s REASONING 

“This is an income and excess 
profits tax case. The taxpayer corpo- 
ration bought of some of its stock- 
holders shares of stock, paying 
therefore less than its par value. It 
later sold the stock at a higher price. 
Was the difference between the sell- 
ing and purchase price taxable in- 
come? The taxpayer thought not 
and excluded this sum from its tax- 
able income return. The commis- 
sioner thought otherwise, and served 
the taxpayer with a deficiency notice. 
The taxpayer appealed to the Board 
of Tax Appeals, which upheld the 
commissioner. The taxpayer has asked 
for this review of the ruling of the 
Board. 

“We treat the case as presenting 
but one question. A corporation 
which purchases shares of its own 
stock for less than the sum for 
which it was issued and then retires 
the stock may have been advantaged 
by the transaction in a sense, but the 
real gain is by its remaining stock- 
holders and not by the corporation 
as such. The change effected is 
merely a change in the capital struc- 
ture. The Treasury Regulations so 
stated and the Courts have so ruled. 

“Eisner v. Macomber, 252 U.S. 
189 (3 A. F. T. R. 3020). 

“A corporation, however, if so 
authorized by law, may make the 
stock of other corporations the sub- 
ject of purchase and sale, precisely as 
in the case of any other form of 
property. Any gain from such a 
transaction is clearly taxable income. 
A corporation may in fact thus buy 
and sell its own stock. The gain, if 
any, is as much a gain as if the trans- 
action was in property other than its 
own stock. The corporation receives 


this profit. Its capital structure is 
not affected. Whether transactions 
by a corporation in its own stock is 
(sic.) a capital or income transac- 
tion thus depends upon what the 
transaction was. The amended reg- 
ulations recognize this distinction. 


Not RELATION OF DEBTOR AND 
CREDITOR 

“The answer of which we are in 
search to the question presented may 
be made to turn on the nature of 
shares in the capital stock of a cor- 
poration. They are what the word 
‘shares’ implies. The relation of cor- 
poration and shareholder is not the 
relation of debtor and creditor other- 
wise perhaps than in a secondary and 
remote sense. It is not easy to get 
in theory the concept of a corpora- 
tion owning a share of itself and is 
perhaps not possible. Corporate 
shares are however easily thought of 
as property which may be bought 
and sold as are other kinds of prop- 
erty. A corporation may in a prac- 
tical sense so deal in its own stock. 
When it does, the fact that it is its 
own stock is ignored. We know this 
because corporations do so deal in 
their own stocks by buying and sell- 
ing as they buy and sell other prop- 
erty, and this corporation did that 
very thing here. We are unable to 
accept the proposition that what it 
did in fact may be by the use of 
mental gymnastics turned into the 
theory that it was not buying and 
selling its stock as property but 
when it purchased was reducing the 
total sum of its capital stock and when 
it sold expending (sic.) its capital. A 
fairly good test of whether a gain is 
an income gain or a capital gain is 
whether it is distributable in dividends 
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payable out of profits. This corpora- 
tion bought shares of its stock at a 
price and sold it at a higher price. It 
in fact had taken in more than it had 
paid out and had the gain in hand. 
This was, considered of itself, prop- 
erly distributable in dividends payable 
out of profits. 

“The answer to the question pre- 
sented depends upon whether it is 
made to turn upon a theory or a fact. 
In theory a corporation can not own 
a share in itself. When it purchases 
shares in itself, it thereby reduces its 
capital. When it reissues the stock it 
increases its capital. The transaction 
is a capital transaction. In fact corpo- 
rations do buy and sell their own cor- 
porate shares, as they buy and sell 
other forms of property, ignoring, as 
we have said, the fact that the shares 
are their own. These are ‘as if’ trans- 
actions. The shares are bought and 
sold as if they were not the corpora- 
tion’s own shares. The capital of the 
corporation is not affected and the 
transactions are not capital transac- 
tions. If the subject of purchase and 
sale were, as is assumed, not the corpo- 
ration’s own shares, the gain, if any, 
would be an income gain. 


TRANSACTION WAS PURCHASE AND 
SALE OF PROPERTY 

“The real question thus becomes 
one of what the transaction in truth 
was? Here it was one of the pur- 
chase and sale of property. It must 
of course be admitted that when a 
corporation has a debt obligation 
which it acquires by purchase from 
the holder, its gain, if any, is in its 
relief from a part of its debt. Here 
there was an understanding, which 
may be characterized as a gentleman’s 
agreement, that the corporation would 
take off the hands of dissatisfied sub- 
scribers to its stock, their holdings. 
The corporation lived up to the spirit 
of this understanding. It was, how- 
ever, not an agreement enforceable by 
law. The shares purchased by the 
corporation were bought in fulfilment 
of this understanding. The promise 
to purchase merely supplied the motive 
for the purchase. There was no debt 
obligation in the sense of a legal 
obligation. 
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“The petition for a review of the 
decision of the Board of Tax Appeals 
is denied, and the ruling of the Board 
affirmed, with costs to the respond- 
ent.” 

On June 6 last the United States 
Circuit Court of Appeals for the 
Fourth Circuit handed down a de- 
cision in R. J. Reynolds Tobacco Com- 
pany v. Commissioner of Internal 
which discusses generally accounting 
practice, Treasury regulations, and 
many other things, reaching a directly 
Opposite conclusion from that of the 
Third Circuit Court of Appeals in the 
First Chrold Corporation case. How- 
ever, the Fourth Circuit Court of Ap- 
peals seems to have reached its con- 
clusion that no taxable gain or loss 
arises where a corporation sells its own 
previously acquired stock, based upon 
the theory that where a Treasury De- 
partment regulation interpreting a stat- 
ute is followed by a reenactment of the 
same statutory provisions, the interpre- 
tation given that statute by the Depart- 
ment is thereby ratified by Congress. 
The Fourth Circuit, therefore, after 
pointing out that there is conflict be- 
tween accounting authorities, falls 
back upon a statutory interpretation. 


CONFLICT BETWEEN COURT 
DECISIONS 

The result of this conflict between 
court decisions and the Securities and 
Exchange Commission opinions is apt 
to leave some corporations in a quan- 
dary as to the proper treatment of 
gains or losses resulting from dealings 
in a corporation’s own stocks. If in 
1936 or 1937 they did not treat such 
gains as earned surplus for dividend 
purposes, they may be called upon to 
pay an undistributed profits tax there- 
on; and if such gains were included in 
amounts paid out as dividends, the 
Commission may contend that such 
dividends were paid out of capital 
surplus. The difficulty more seriously 
affects companies registered under the 
Public Utility Holding Company Act 
of 1935 and their subsidiaries, inas- 
much as effective January 1, 1937, a 
Commission rule has prohibited, with- 
out Commission consent, the payment 
of dividends by any registered holding 
company or subsidiary company there- 


of out of capital or unearned surplus 
unless the dividend is in liquidation 
of a subsidiary all of whose securities 
are owned by the recipient of the divi- 
dend. 

It has been my observation, although 
I am not an accountant but a lawyer, 
that the establishment by the Com- 
mission of uniform principles of ac- 
counting in the making of reports to 
the Commission is not a simple one, 
especially where the rule which the 
Commission is seeking to make uni- 
form is not generally accepted by the 
courts and Federal and State regula- 
tory bodies other than the Commis- 


sion. G. Kissy MUNSON. 


HISTORY OF THE GAS INDUSTRY, by 
Louis Stotz in collaboration with Alexander 
Jamison. Press of Stettiner Bros., New 
York. 534 pages. $3.50. 

Eternal fires of natural gas near the Cas- 
pian Sea were worshipped long before the 
Christian era. Julius Caesar found a burn- 
ing spring at Grenoble, France. In the 
middle ages Genoa was lighted by gas from 
nearby wells. Natural gas was discovered 
in America in the 1820's. Lafayette stopped 
at an inn lighted by gas from mysterious 
underground sources and thought perhaps 
he was too near Hades. Although natural 
gas gave twice the heat of manufactured gas 
it was found where oil and coal were 
cheapest, the pressure was variable, and the 
duration of the supply uncertain. Hence 
it was slower in being developed and was 
not used extensively before the 1870's. 

In the fifteenth century London tried 
with little success to make people hang 
lights in front of their houses. Municipal 
street lighting began in Paris in 1558 with 
vases of pitch or resin. In the late eigh- 
teenth century gas manufactured from soft 
coal began to replace whale-oil lamps and 
tallow tips for municipal illumination. The 
first gas company was chartered in England 
in 1812 and in the United States in 1816. 
Later the advent of the kerosene oil lamp 
furnished the spur of competition which 
led to the development of ‘‘water gas’ sys- 
tems. Gas reigned supreme for street light- 
ing until the late 1880's, when the elec- 
tric arc lamp first came into use. 

From 1815 to 1855 the average house 
had 9,000 candle hours a year of tallow- 
candle or sperm-oil light for about $22. 
Fifty years after 1855 it had 200,000 
candle hours of gas light for the same price. 

This is an interesting book telling all 
about the technical development of gas and 
its uses, pipe lines, political, public, and 
employee relations, holding companies and 
utility regulation. Also it attempts a fore- 
cast of the future of the industry which 
should be of interest to investors. 


Reviewed by E. STEWART FREEMAN. 











Analysis of Changes Brought About 
by 1938 Federal Revenue Act 


Retention in Mild Form of Surtax on Undistributed Earnings Attributed to Desire of 
Government To Maintain Degree of Control over Business—Changes Cover Principal 
Items Concerning Which Business Complained—A ddress by MAXxwE.i E. McDowELt. 


ie was a difficult assignment that 
was given MR. MAXWELL E. Mc- 
DowELL, head of tax department of 
Standard Oil Company (New Jersey) 
at the time of the Spring Conference 
of controllers in New York City on 
April 25. Everyone was anxious to 
know what Congress was handing to 
business in the way of a new Federal 
Revenue Act—its provisions, and 
probable effects. MR. MCDOWELL was 
asked to describe the provisions of the 
new act. The fact that the legislation 
was still unfinished made this a diffi- 
cult task, but the situation was eased 
somewhat by the announcement on 
April 22, just three days before MR. 
McDowELL’s address was to be de- 
livered, that the Conference Commit- 
tee had reached an agreement on the 
measure. The announcement gave the 
principal facts as to the provisions of 
the measure as finally enacted. 

In the circumstances Mr. McDow- 
ELL did a fine job of analyzing the 
provisions of the new Act, and it is 
felt that controllers generally will defi- 
nitely profit from a reading of the ad- 
dress. —THE Epiror. 


I am going to take a few minutes to 
philosophize on some of the underly- 
ing theories of taxation as they have 
been developing in this country for the 
last few years. After that I shall try 
to give you a brief review or at least 
a statement of the important changes 
in the 1938 tax law as it rests at this 
moment. 

Here is my opinion of the place in 
American taxation of this thing called 
a surtax on undistributed profits. There 
are two fundamental theories of cor- 
porate taxation in the world today, and 
have been since we have had income 
taxes in commercial countries. 


The first theory is, that a corpora- 
tion is a thing, itself. It is an entity. 
It is the taxpayer. It is its income, its 
capital, its excess profits; it is its activi- 
ties, with which the taxing authorities 
are concerned. That has always been 
the theory in the United States. 

The other theory is, that the cor- 
poration is nothing more than a rep- 
resentation of the beneficiaries or the 
stockholders behind it. It is an artificial 
creation that represents the real own- 
ers of the business behind it; and if 
there is anything to this theory of tax- 
ing on the ability to pay, there is no 
such thing as ability to pay in the 
corporation itself. You do not get back 
to ability until you get back to the 
stockholders or investors in that busi- 
ness. 


CORPORATION A SHELL 

So a system of taxation looking at a 
corporation on that theory looks 
through the shell and back to the 
beneficiary and says, ‘“We are not in- 
terested in taxing the corporation as 
the thing, we are not interested in its 
income or its capital or its excess prof- 
its. We are interested in the receipt 
of true earnings by the stockholders 
behind it.” 

There is nothing new about that 
theory, because it has been in opera- 
tion in Holland and in England in a 
modified form ever since they had in- 
come tax laws. 

It has been my privilege, because of 
the interests of our company in foreign 
subsidiaries in these other commercial 
countries, to watch the operation of 
these two systems and compare them. 

In Holland there is no tax on the 
corporation whatsoever. There is no 
force on the corporation to distribute 


earnings. There is no sin in the ac- 


cumulation by a corporation of needed 
surpluses for expansion or anticipated 
needs. When and if, without any force, 
a corporation in Holland distributes 
a dividend out of earnings, then the 
tax authorities say to the corporation, 
“You withhold—now that this earning 
is getting back to the fellow to whom 
it really belongs—you withhold the 
tax from him and pay it over to us.” 


INCOME TAX ON CORPORATE 
EARNINGS 


England is a little more cagey in 
following out its theory of getting its 
tax at the source, so it taxes corporate 
income in the year in which it is 
earned by the corporation. First, we 
might say it is an income tax on the 
corporate earnings. Then it says, ‘Mr. 
Corporation, when you get ready to 
distribute any of these earnings to your 
stockholders, you withhold from them 
the same tax that you paid us on your 
income, and put it back in your 
pocket.’ In other words, it says to the 
corporation, ‘“To the extent that you 
pass any of these taxed earnings back 
to your beneficiary stockholders, you 
recoup yourselves for the tax from 
them.” 

The English law is also very fair in 
that when a dividend goes back to 
stockholders it recognizes that those 
earnings have already paid a tax in the 
form of corporate income tax and it 
allows the stockholder up to that 
amount to take credit against his tax. 
In other words, the stockholder is 
taxed only on surtax over and above 
that paid by the corporation. So it 
comes down to one and the same thing. 
There we have the operation of this in- 
direct system of taxation. 

You will notice that in neither the 
Holland nor the English case is there 
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any endeavor to force a distribution 
and create another tax on the bene- 
ficiary in the same tax period. 

Both of those theories have worked 
perfectly well when they stood by 
themselves alone. The American theory 
has been reasonably successful. The 
Dutch and English theories have been 
reasonably successful and, be it said to 
the credit of President Roosevelt and 
his advisors, in the first message sug- 
gesting a surtax it was suggested that 
it be adopted in lieu of a discussion of 
all direct taxes on corporate income, 
capital stock and excess profits. 


SENATE RESPONSIBLE 


Then the Senate in its conservatism 
said, “Well, this is new; let us hang 
on to that which we have and try out 
that which is suggested,” with the curi- 
ous anomaly, theoretically, of putting 
both the systems of direct and indirect 
taxation on corporate earnings into 
the same law. In other words, when the 
Senate got through with the Presi- 
dent’s suggestion we had a tax first as 
a normal tax on corporate income, and 
then imposed on top of and in addi- 
tion to that, a surtax on the undis- 
tributed portion of that net income. 

Furthermore, it is to be noted that 
tax was imposed in the same tax year 
that the normal tax on the corporate 
income had been taken. It was either 
gotten, therefore, as a surtax from the 
corporation which retained the earn- 
ings, or from the beneficiary stockhold- 
ers who received the earnings in liqui- 
dation. Therefore we have two taxes 
—always forced in the same tax year, 
in addition to the corporate tax. 

The reason given by the backers of 
this tax was that individuals who oper- 
ated businesses as such, individuals 
who operated businesses as partner- 
ships, were at a disadvantage and paid 
a higher tax because of their individual 
surtaxes than corporate income taxes, 
and therefore there was a disparity and 
the burden on corporate earnings had 
to be lifted to the level of the burden 
on individual and partnership earn- 
ings. 

The trouble with that theory is that 
when the direct corporate tax was left 
and the surtax on undistributed profits 
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was put on top of it, the result was 
that corporate earnings in their flow 
through to the beneficiary stockholder 
now pay a duplicate tax in the same 
year and therefore, instead of being 
lifted to an equality of individual busi- 
ness burden or partnership burden, 
have been lifted away above it. 


CORPORATE INVESTMENT LESS 
ATTRACTIVE 


The result of the surtax plus the 
normal tax has therefore been theore- 
tically to make investment in the cor- 
porate form of enterprise less attrac- 
tive than that in individual business 
and that in partnership. 

I never took a great deal of stock in 
the argument to begin with because, 
when we compare the bulk of corpo- 
rate business in its employment of 
labor, in its cheapness of standardized 
manufacture, in its establishment of 
standards for employee benefits, in its 
entire workings in this country, in so 
far as the amount of it compared with 
other types of business goes, you were 
comparing the dog to the tail because 
individually operated businesses and 
partnerships in this country are away 
down the line both in income, in num- 
ber of employees, in conditions of 
work, and so forth and so on. 

What I have said would simply lead 
to this conclusion, theoretically: That 
it probably would not hurt us to have a 
surtax on undistributed profits if it 
were applied as in Holland and Eng- 
land, on the theory of taxation that we 
are not trying to get at the shell of a 
corporation but trying to get at the 
stockholder who has the individual 
ability to pay; if it were applied with- 
out direct taxes, and if it were applied 
in such a way, as it is not now, that it 
would not produce higher duplicate 
taxes on corporate earnings than those 
imposed on partnerships and individ- 
uals. 

So much for the theory of where we 
stand. If you will just bear that funda- 
mental difference in mind, and the con- 
fusion of the two theories in the pres- 
ent American law, you will be able to 
understand, I think, a whole lot more 
clearly many of the arguments made 
pro and con on the theory of the thing. 


Now we come to what has hap- 
pened to the surtax today. It was im- 
mediately recognized that this big sur- 
tax, running as high as 27 per cent. on 
the last 40 per cent. of retained earn- 
ings, was such a tremendous burden, 
such a penalty to pay, that in the years 
in which it was in operation it simply 
made it impossible for a corporation to 
retain that much of its earnings in the 
business and pay that much interest on 
the privilege of using those earnings as 
working capital or capital investment 
in the business. It was cheaper to turn 
the earnings loose as a dividend and 
go out into the market with interest 
rates as low as they have been recently, 
and borrow the money to take care of 
capital investment. 

Now, the House Bill, still retaining 
the principle, reduced the so-called 
surtax to 4 per cent.—a flat 4 per cent. 
—on any earnings retained—a great 
deal of difference you will immediately 
recognize between the range from 7 to 
27 per cent. in the present law. Even 
at 4 per cent. it seems to me that cor- 
porations would be justified in retain- 
ing earnings and paying that 4 per 
cent. once, rather than distributing 
earnings and going out into the capital 
market and paying interest perhaps of 
2 or 234, or whatever the current 
rate was, for as long a period, recur- 
ringly, as it was necessary to run that 
loan. 


PENALTY PROVISION KNOCKED OUT 


So the House Bill itself practically 
knocked the penalty provision out of 
the surtax, because a spread of 4 per 
cent. or an additional surtax of 4 per 
cent. will never force corporations to 
distribute dividends in the same man- 
ner as the present surtax forced them 
to distribute dividends last year. 

The Senate, as you all know from 
following the tax bill along, still did 
not like the theory of the thing. They 
still did not recognize that our princi- 
pal troubles are because of the pres- 
ence of both of these theories in the 
tax bill at the same time, and that most 
of the arguments made against the sur- 
tax could not be made against it if it 
were in there alone without a direct 
tax on the corporation. 














So, allowing for these arguments 
and a good deal of hysteria and a good 
deal of pressure from businesses which 
had been forced by these penalties to 
distribute their earnings last year, it 
revolted against the theory itself and it 
put in a flat 18 per cent. tax. No Con- 
gress has ever had a tougher job of re- 
vising income tax laws than this one. 
It was an easy job to write a simplified 
law and a better law and a more equi- 
table law back in 1924, when the Gov- 
ernment had a balanced budget and 
was even paying off some of its debts, 
because one could forgive or relieve 
some of the taxes and retire to a lower 
revenue level. 

Now the Treasury Department has 
said that obviously we can not reduce 
the Federal revenue, so it seems to me 
that revision of a tax bill at a time like 
this is nothing more than passing the 
buck from the fellow who hollers the 
loudest to the fellow who has not be- 
gun to holler as yet, because you can 
not reduce the federal revenue income. 
Therefore, modification, simplification 
or equalization of a tax law under 
those circumstances is just a buck-pass- 
ing game and almost an impossibility. 

The Senate and House bills went to 
conference absolutely and diametrically 
opposed—one a flat tax with no men- 
tion of surtax, and the other a much 
decimated surtax down to 4 per cent. 
Nobody knows exactly what would 
have happened if the conferees had 
been let alone. But two things have 
happened. 

In the first place, President Roose- 
velt sent a letter last week to the con- 
ference, a rather unique thing in the 
experience of joint congressional com- 
mittees, in which he definitely espoused 
the principle of surtax. It seems to me 
that in order to explain the President’s 
attitude on the surtax—because he 
must have been informed that the sur- 
tax which was still retained in the 
House Bill was a pretty flimsy affair 
and did not amount to a great deal— 
we must conclude that he must have 
had a motive behind his espousal of 
that surtax which I think gives us a 
clue to a good deal of current taxation. 

Here is a thought I want to put in 
your minds so that you may watch 
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these developments with in it mind. 
That is, in the last six, seven, or nine 
years, we have added something new 
to the field of taxation. Taxation used 
to be for purposes of raising revenue 
alone. Later we began to use taxation 
for ulterior motives and other pur- 
poses. I have said a good many times 
it was a sorry day for this country 
when the district attorney, out in Chi- 
cago and the Department of Justice, 
failing to get Capone for murder, got 
him behind the bars on a tax law viola- 
tion. The authorities learned a great 
deal by that. Ever since authorities 
have been utilizing taxation to accom- 
plish entirely different results, in the 
field of reform, than the economically 
sound use of taxation, namely, the rais- 
ing of revenue. 


DESIRE FOR CONTROL OF BUSINESS 


We have seen all sorts of taxes pro- 
posed which had very little effect on 
the revenue increase of the country, 
but all sorts of effects on the side in 
the way of social and economic re- 
form. It seems to me that we can fairly 
say that behind the President’s letter 
pleading with this joint committee to 
retain at least the principle of the sur- 
tax, there is something beyond actual 
revenue in mind—there is something 
of a control of business which arises 
by being able to force business to do 
something with its earnings that it nor- 
mally and naturally does not do and 
does not want to do. 

A second thing happened. Most of 
you men got busy with a pad and pen- 
cil, and this is true also of small com- 
panies throughout the country, and fig- 
ured out it was cheaper, although a 
little more complicated, to pay the tax 
in the House Bill than a tax of a flat 
18 per cent., in the Senate Bill. The 
committee was deluged with pleas that, 
regardless of theory, what we want is 
the House Bill, because that is the 
cheapest for us. 

Those two elements, it seems to me, 
drove the Senate away from the Senate 
portion of that bill, away from the re- 
vulsion to a surtax, and back to an ac- 
ceptance of the House Bill; but they 
horse traded a little. So this is what 
happened last Friday, as I make it out, 
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when agreement on the corporate sur- 
tax came into effect. 

We will have a Class A type of cor- 
poration, that is the corporation with 
income of less than $25,000. We are 
told that comprises about 53 per cent. 
of the corporations in the country. On 
the first $5,000 of adjusted net income, 
such a corporation will pay 1214 per 
cent. flat. On the next $15,000 that 
corporation will pay 14 per cent. flat; 
and on the next $5,000, the last $5,- 
000 of the $25,000, that corporation 
will pay 16 per cent. flat. 

Now, there is a little curiosity there 
because in the law as it is adopted for 
the Class B corporations, above $25,- 
000, you will note in a minute that 
the minimum rate is 1614 per cent., 
but, so far, there has been no indica- 
tion that this Class A type of corpora- 
tion, with income of less than $25,000, 
will be changed. There will be a slight 
half of one per cent. bonus there be- 
cause the maximum tax will be 16 per 
cent. To such Class A corporation, 
with income of less than $25,000, 
there will be no surtax at all. 

As to Class B corporations, those 
with net income of $25,000 or over, 
the law does a flip-flop in so far as be- 
ing implemented to get the surtax. 
You will recall the old surtax was— 
figure your 15 per cent. normal tax 
first and then start to pile on your 7, 
12, 17, 22, 27—surtax on top of that. 
They were still kept in segments. 

The new bill starts out with an over- 
all tax and backs down from that 
maximum. Therefore, on adjusted net 
income, the new bill would establish 
a tax of 19 per cent. top. . That is a 
one per cent. reduction from the 20 
per cent. in the House Bill. It estab- 
lishes a 16Y4 per cent. minimum, or 
what we would call the old normal 
tax, and the differentiation, or that 
which can be ascribed as a surtax on 
undistributed profits, is now 214 per 
cent. instead of 4 per cent. as in the 
House Bill. 

It seems to me that 214 expressed 
as a surtax penalty is not going to 
cramp many businesses in making what 
use they please of accumulated earn- 
ings, for the time being. 

(Please turn to page 200) 
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Difference Between Publicity 
and Propaganda Defined 


Here is a definition of the difference 
between publicity, and propaganda, given 
by a specialist in public relations: 

“Publicity may be defined as the frank 
dissemination of a point of view or the 
facts affecting a given situation. Propa- 
ganda may be defined as the attempted 
manipulation, through means not wholly 
frank, of human impressions and opin- 
ions.” 


Advisory Council Recommends 
Extension of Old Age Benefits 


Opening the question of extending 
coverage under the old-age insurance 
provisions of the Social Security Act “as 
rapidly as feasible” to include domestic 
servants, farm laborers and self-employed 
workers, the Advisory Council on Social 
Security has requested the Social Security 
Board for data by September 15 to aid 
it in its study of methods of extending 
the coverage under this program. The 
Council has also notified the Board that 
it had decided unanimously to recommend 
the inclusion of employees of nonprofit 
religious, charitable, and educational in- 
stitutions under the old-age insurance 
program. 


President Wants Report on 
Duplication of Statistical Reports 


This is the letter written by President 
Roosevelt to Dr. Stuart A. Rice, chairman 
of the Central Statistical Board, Wash- 
ington, on May 16: 

“I am concerned over the large number 
of statistical reports which federal agen- 
cies are requiring from business and 
industry. In view of comments that 
come into this office, I desire to know 
the extent of such reports and how far 
there is duplication among them. Ac- 
cordingly, I am requesting the Central 
Statistical Board, under the authority of 
Section 1 of the Act creating the Board, 
to report to me on the statistical work 
of the federal agencies, with recommenda- 
tions looking toward consolidations and 
changes which are consistent with effi- 
ciency and economy, both to the govern- 
ment and to private industry. 

“Specifically, I am interested in the 
approximate number of financial and 
other statistical reports and returns reg- 
ularly required from business and indus- 
try and from private individuals by 
agencies of the federal government under 
existing law, and the authority under 











Appreciation of “The Controller’ 
| “LT received my first copy of THE 
CONTROLLER and was pleased 
| with the many articles contained 
therein which are of general in- | 
terest. I shall be looking forward 
with pleasure to receiving my next 
copy of THE CONTROLLER.” 


(Excerpt from letter dated May 13, 
1938, from Mr. S. L. Peterman, Jr., 
of Chambersburg Engineering Com- 
pany, a new member of The Control- 
lers Institute of America.) 











which each is collected; specific indica- 
tions of the extent and kinds of duplica- 
tion existing among them, and the diver- 
sity of accounts and records which they 
necessitate. I assume that exhibits of the 
questionnaires and report ferms are al- 
ready available in large part in the 
Board’s files, and I am sure that all of 
the federal agencies will cooperate in 
providing any additional information that 
is relevant. 

“With a view to reducing the amount 
of duplication in statistical reports, will 
you indicate the principal points at which 
the enactment of legislation by the Con- 
gress appears to be necessary in order to 
effect consolidations or changes, with the 
recommendations of the Board regarding 
them ? 

“I should like to have the complete 
report of the Board by January 1, 1939.” 


Unemployment Insurance Effective 
In Twenty-eight States 


With Iowa, Michigan, and South Caro- 
lina making final preparations for launch- 
ing their unemployment benefit programs 
on July 1, the Social Security Board an- 
nounced that the addition of these three 
states to those already paying benefits will 
make unemployment insurance fully ef- 
fective in twenty-eight states. The re- 
maining states will enter the benefit- 
paying stage later this year and during 
the early months of 1939, so that by July 
of next year, all states will have begun 
payments. 


Banks, Insurance Companies, 
Discuss Trading in Listed Bonds 
Representatives of the Securities and 


Exchange Commission and of the New 
York Stock Exchange meet in New York 





on June 9, with representatives of leading 
insurance companies, commercial banks 
and trust companies, to discuss certain 
problems in connection with trading in 
listed bonds. These banks and insurance 
companies are among the largest institu- 
tional investors in bonds. The meeting 
was the second in a series of round table 
conferences between the Commission and 
the Exchange to discuss joint problems. 


Students Who Take Summer Jobs 
Must Have Social Security Numbers 


Students entering commercial and in- 
dustrial employment this summer will 
need social security account numbers. 
Whether the employment is part-time, 
temporary, or permanent, and although 
the employer has no other employee, a re- 
port of the employee’s wages together 
with his account number must be made 
to the federal government by the em- 
ployer. 


Dr. P. P. Gourrich Now Technical 
Advisor to SEC 


The Securities and Exchange Commis- 
sion announces that Paul P. Gourrich, 
Director of the Research Division, has 
been promoted to the post of technical 
advisor to the Commission. Dr. Gourrich 
has been with the Commission, as direc- 
tor of its Research Division, since its 
establishment. For the past two and one- 
half years he has also been Director of 
the Commission’s Study .of Investment 
Trusts and Investment Companies, and 
will continue in that capacity until the 
completion of the Study. Before coming 
with the Commission, Dr. Gourrich had 
been associated with leading New York 
banking firms in the capacity of econo- 
mist and investment advisor. 


Old Age Benefits Entries Average 
650,000 a Day 


Wages of millions of men and women 
for whom the Social Security Board has 
established old-age insurance accounts 
were being posted during the last of May 
at an average rate of approximately 650,- 
000 entries a day, John J. Corson, Acting 
Director of the Bureau of Old-Age In- 
surance, announced recently. The largest 
number of entries made in any one day 
was 1,221,259. The wages now being 
posted, Mr. Corson explained, are from 
employers’ wage reports for 1937, which 
were filed at the end of each six-month 
period. Approximately 75,000,000 wage 
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items reported by employers for 1937 
have been received by the Social Security 
Board from the Bureau of Internal Reve- 
nue. 

Approximately 2,100,000 wage items 
reported by employers for the first three 
months of 1938 have been received by the 
Social Security Board. Employers’ wage 
reports are filed with the Bureau of In- 
ternal Revenue and, after they have been 
checked against the employer’s tax re- 
turn, are turned over to the Social Se- 
curity Board where each employee’s wages 
are recorded in his old-age insurance ac- 
count. Although there is a few months’ 
lag between a worker’s payday and the 
day his wages are recorded in his old-age 
insurance account, this will not cause de- 
lay in settling a claim for benefits, Mr. 
Corson stated. 


Portion of Report on Investment 
Trusts Transmitted to Congress 


With the transmission to the Congress 
of Part One, the Securities and Exchange 
Commission began the submission of the 
various sections of its report on the study 
of investment trusts and investment com- 
panies, made pursuant to Section 30 of 
the Public Utility Holding Company Act 
of 1935. The portion transmitted consti- 
tutes Part One of its over-all report and 
contains three chapters which discuss the 
origin, scope and conduct of the study; 
the nature and classification of investment 
companies; and the origins of the invest- 
ment company movement in this country. 


Work Simplification Conference 
To Be Held at Lake Placid 


Two and one half hours of each em- 
ployee’s day in American industry are 
wasted, representing an annual loss of 
$12,000,000,000, it was claimed by Allan 
H. Mogensen in announcing a Work 
Simplification Conference to be held at 
Lake Placid, N. Y., under the direction 
of the Lake Placid Club Education Foun- 
dation from July 11 to August 20. 

“If one figures that there are 40 mil- 
lion persons employed and they receive 
40 cents an hour, the daily loss is $40,- 
000,000,” Mr. Mogensen said. “This 
waste is caused by lack of interest of em- 
ployees in their work, lack of knowledge 
of their jobs, resulting in waste of time, 
energy, and materials.” Mr. Mogensen 
added that an increase in efficiency would 
materially help toward maintaining wage 
scales and employment. 





| Two Hundred More Members 
Entitled to Certificates 
Nearly 800 certificates of mem- 
bership have ben issued by the na- 
tional office of The Controllers In- 
stitute of America. This indicates 
that more than 200 members of 
The Institute have not applied for 
their certificates. Members who 
wish to make application should 
request a blank form. Hundreds 
of the certificates of membership 
in The Institute now adorn office 
walls. | 
| 











Perry Praises Article on Pricing Policy 
in Industry 


President Henry C. Perry, of The Con- 
trollers Institute of America, recently 
wrote to Mr. R. S. Holden, of the Public 
Service Company of Northern Illinois, 
president of the Chicago Control: 

“I have just read the paper of Profes- 
sor Howard C. Greer in the pages of our 
monthly publication, “The Controller.” 
Mr. Greer’s treatment of the pricing 
policy in industry is one of the most il- 
luminating and common sense contribu- 
tions to the problems of management 
which I have read in a long time. It 
seems to me that your members must 
have taken away from this meeting con- 
siderable food for thought and a consid- 
erably improved knowledge of the pric- 
ing problem as related to their respective 
industries. 

“If you have opportunity I hope you 
will pass this message on to Professor 
Greer, not only because I believe he has 
made The Institute more valuable as a 
center of thought but especially because 
he has stirred my mind on a subject of 
vital interest to the company which I 
represent.” 


Controllers May Represent 
Companies before SEC 


Amended rules of practice have been 
adopted by the Securities and Exchange 
Commission. They became effective July 
1. Copies are available to all persons 
upon request. Applications to practice 
are no longer required, and the register 
of persons admitted to practice has been 
eliminated. 

In the case of hearings before a trial 
examiner or the Commission, only an 


attorney at law is permitted to represent 
parties; however, a party may appear in 
his own behalf and a corporation may be 
represented by its officers. In other mat- 
ters, the rules do not prescribe technical 
qualifications for those practicing before 
the Commission. 

Practice before the Commission is de- 
fined to include the preparation of any 
statement, opinion or other paper by any 
attorney, accountant, engineer or other 
expert, filed with the Commission in any 
registration statement, application or other 
document with the consent of such at- 
torney, accountant, engineer or other ex- 
pert. The Commission reserves the right 
to disqualify any person and deny him 
the privilege of appearing or practicing 
before it in any way, if such person is 
found not to possess the requisite quali- 
fications to represent others, or to be 
lacking in character or integrity, or to 
have engaged in unethical or improper 
professional conduct. 


Chicago Leads 


Of twenty-three new members of The 
Controllers Institute of America elected 
by the Board of Directors on June 30, nine 
were from Chicago and vicinity—the ter- 
ritory of the Chicago Control; six were 
from the territory of the New York City 
Control. One hundred ninety-five have 
been elected since September 1, 1937. 





Praises Institute’s Works, 
and High Quality 
| “May I be permitted to express 
| a personal opinion that The In- 
stitute need not fear for its future? 
| Surely the work that The Insti- 
tute is doing and the strict eligi- 
bility rules for membership will, 
in the natural course of time, at- 
tract new men with such increas- 
ing momentum that our problem 
will not be how to secure new 
| members, but how to exclude 
| those who may not qualify or sub- 
Scribe to the high ideals that we 
wish to maintain.’’—Excer pt from 
letter written by Mr. George K. 
Chrismer, of Easy Washing Ma- 
| chine Company, president of 
| Syracuse Control. 
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(Continued from page 197) 

You take adjusted net income and 
apply the 19 per cent. over-all or tenta- 
tive rate, and you get a tax. You then 
take away from that tax by credit 1614 
per cent. of the credit for dividends 
received from another domestic cor- 
poration under 26-B, which has the 
effect of giving you a credit or taking 
out of the tax 85 per cent. of the do- 
mestic dividends and leaving 15 per 
cent. on a turnover or upstream part 
of the income of the recipient com- 
pany. You notice 16, per cent. of the 
credit or 85 per cent. of the domestic 
dividends merely has the effect of tak- 
ing the normal tax out of that picture. 

Second, you would have another 
credit of this 214 per cent. on all divi- 
dends which the corporation paid dur- 
ing the year. That is the dividend paid 
credit. 

Third—and here is where the con- 
ferees have put in two new provisions 
which did not appear in the House 
Bill—you would have a credit of 214 
per cent. of the payments of all debts 
existing prior to January 1, 1938. So, 
using current earnings to pay a present 
existing debt—existing before 1938— 
you will get the same credit for surtax 
purposes as if you used the money to 
pay a dividend. 

Fourth, you will get a 21/4 per cent. 
credit of that portion of the adjusted 
net income required to eliminate cap- 
ital impairment which existed at the 
beginning of this year. So, if a com- 
pany comes into the year with its cap- 
ital impaired, unlike last year when if 
it had earnings it had to distribute 
them whether its capital was impaired 
or not—in other words, could not fill 
the deficit bucket and had to pay out in 
dividends its current profits—this year 
it will be allowed a credit for all of its 
current profits utilized to fill that cap- 
ital deficit bucket. 


STEP TowaRD NorMALCy 

Now, those are tremendously impor- 
tant to a large number of businesses. 
That gets a long way back towards 
what a business normally does after a 
bad period with its new earnings. 
There can not be a great deal of com- 
plaint about that. Furthermore, for the 
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purposes of this 214 per cent. remain- 
ing surtax, a corporation is now under 
the conference set-up allowed to carry 
forward any net operating deficit of the 
previous year for one year as a deduc- 
tion against its adjusted net income. 

Those changes represent in final 
conference practically all of the major 
points that business was criticising and 
insisting on having. You can carry for- 
ward a net operating loss in one year 
to reduce your income of the next. 
You can pay up capital debts. You can 
eliminate capital impairment. You can 
get a credit for dividends paid out, 
and you will have only the surtax on 
15 per cent. of any dividends received 
from below. 

There is not very much left, and so 
one might almost say that we have 
now a normal rate of somewhere be- 
tween 1614 and 19 per cent. I am 
told that the bulk of American cor- 
porations pay out approximately 50 
per cent. in dividends as a regular 
matter of policy, and therefore the rate 
would be somewhere around 17 per 
cent. as a flat rate, if you want to look 
at it as an expense item in that way. 


COMPANIES May BALANCE Pay- 
MENTS THIS YEAR 


Probably the 214 penalty is not 
enough to keep corporations from re- 
taining this year, if this law is passed, 
a very large proportion of their earn- 
ings, to make up for what they were 
forced to do against their will in divi- 
dend distribution last year. 

There is a Class C group that I think 
will come back into the law, and that 
is, corporations that have more than 
$25,000 in annual income, but not 
very much more than $25,000. I am 
not going to go into that in detail be- 
cause it is pretty complicated. What it 
is in essence is this: It is a so-called 
“notch” provision to make the transi- 
tion from a corporation with income 
just under $25,000, to one with in- 
come over $25,000, less of a shock. It 
allows the first $25,000 in the case of 
such corporations to be computed as 
if it were a Class A—under $25,000— 
corporation, and by some very mechan- 
ical credits have 12 per cent. of the 
dividends subject to Title 26-B, and 





32 per cent. of the remainder; it gives 
a second division of income which 
sort of eases off those “notch” com- 
panies, but there are not very many of 
them that will fall into that classifica- 
tion. If you do, you will simply have a 
little more complicated rigmarole to 
go through. 

Special corporations, such as banks, 
insurance companies and so forth, have 
not been passed on by the Committee 
as yet, so that you have your election 
to see whether or not those corpora- 
tions are going to be classified under a 
surtax or put back as the Senate wanted 
them put back, to flat 1614 per cent. 
normal tax. 

I am just hitting the high spots here 
and I hope, in connection with this, 
that the gentlemen who follow me, 
and by your questions, we will dig 
out some of the complications in this 
picture. But, after all, at the present 
moment, with the Committee still in 
session, it is pretty much of a guess. 
What I have given you seems to me to 
be the logical interpretation, the me- 
chanical interpretation of what will 
happen as a result of the Committee's 
agreement on Friday. 


CaPITAL GAINS AND LOsSsES 

Now we come to Section 117, 
which covers capital gains and losses, 
and in the agreement between the 
Senate and the House conferees on 
Friday, the bulk of the Senate’s idea 
of handling capital gains and losses 
was adopted. 

In giving you just a brief outline of 
this item you will notice I am depart- 
ing from the true subject this morning, 
which is taxes affecting corporations as 
such, and stepping over into the field 
of individual taxes for a moment, be- 
cause the capital gains and loss section 
has impinged primarily on that class 
of taxpayers. 

The agreement provides, first, a 
short-term transaction, one in which 
an asset held less than eighteen months 
has been sold or disposed of. With 
respect to those short-term assets, the 
gains are going to be taxed to the in- 
dividual as normal income. The losses 
are deductible only against similar less 
than eighteen months short-term gains. 
Any net losses left over after wiping 
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out other short-term gains may be car- 
ried forward one year as a credit 
against short-term gains in the succeed- 
ing year. 

The agreement eliminates any allow- 
ance for $2,000 in addition to these 
offsetting losses. There was a middle 
term put in in conference as a sop 
to the House idea of graduated pe- 
riods—for assets held between 18 and 
24 months. It looks like a nuisance to 
put it in for a six months’ period of 
time, but now we have the rule that 
the gains on the middle term of six 
months between 18 and 24 months, 
shall either bear a flat rate of 20 per 
cent. on the gains, or the taxpayer 
can elect to take half of that gain and 
add it to his normal income, and let 
the tax fall where it will. It gives an 
election to take either of the taxes— 
20 per cent. flat on the full gain or 
adding 50 per cent. of the gain to his 
normal tax, and pay whichever is less. 

The same thing is true on his net 
losses. He pays on the higher of the 
two results. He can take a credit of 
20 per cent. against his normal tax 
previously computed, or deduct 50 per 
cent. of the loss from his normal in- 
come, and figure it out that way. 

In this middle term there is no carry- 
over of losses from one year—net 
losses carried over from one year to 
another. 

All other capital items are put in 
a long-term classification—those held 
longer than two years—and in that 
case the same rule applies as to this 
middle term, except that instead of 
using 20 per cent. as the rate, 15 per 
cent. is used. In other words, the sale 
or disposal of a capital asset resulting 
in a capital gain held over two years is 
taxed at 15 per cent. flat, or 50 per 
cent. of that gain can be added to 
normal income. The same with losses, 
and there is no carry-over with respect 
to net losses on these long-term assets. 

This one year carry-over is, of 
course, limited to the net income of 
the first year, and then drops out of 
the picture. 





CAPITAL GAINS OF CORPORATIONS 
Now, as to corporations having cap- 
ital gains or losses, the law apparently 
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will remain just as it is, that is, that 
gains are simply a part of the corpora- 
tion’s adjusted net income and losses 
are limited to $2,000, plus offsetting 
gains. I have not seen anything to in- 
dicate that the Committee allows any 
carry-forward in the case of corpora- 
tions. 

Just one benefit in the new Law 
which is a very important one, I want 
you to note particularly with respect to 
capital gains and losses. The Senate 
has provided that in the case of de- 
preciable assets—depreciable physical 
plant assets—assets subject to depre- 
ciation, that their disposal by a corpo- 
ration, by sale, exchange or otherwise, 
does not constitute a capital transac- 
tion. That is one of the types of 
capital gains and losses on the sale of 
salvaged property, on the sale of un- 
expectedly unused property, and so 
forth, that has bothered corporations 
the most because those transactions in 
very few instances in the case of a cor- 
poration really constitute capital trans- 
actions as we think of them in the way 
of individuals dealing in stocks and 
bonds. 

We are all very hopeful that ex- 
clusion from the capital category of 
disposal of capital assets will stay in 
the Law. 

Those of us in the oil industry 
hoped that provision might be ex- 
tended to also include intangible as- 
sets, such as leases, rights of way, and 
things of that sort, because they are 
just as much a part and parcel of our 
business as tangible physical assets. But 
the relief has not gone that far as yet. 


LAsT-IN, First-OuT, INVENTORY 


Now let me start down the line for 
just a word on the various sections 
constituting changes in the new law 
which appear to me to be important. 
The first would be Section 22-C—the 
Section allowing or permitting a last- 
in first-out treatment for inventory. 
You know, when I came up here this 
morning Mr. Elliott (Mr. V. L. El- 
liott, Atlantic Refining Company), 
with his fingers crossed like this, 
rushed up to me and said, “Have you 
heard anything from Washington 
about the last-in first-out provision as 
yet?” Because Elliott, you know, has 
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been subjected to pretty tough criticism 
from a large number of this group and 
the rest of us who pooh-poohed the 
idea that he could ever get the Bureau 
of Internal Revenue to accept the rule 
of last-in first-out, and is just on the 
point of winning out. If that goes 
into the law, Elliott will celebrate. 

It is a permissive provision and says: 
(1) The last-in first-out conforms to 
the best accounting practice in the 
trade. It does not say who is going to 
decide that, but I take it that indus- 
tries such as the oil industry, leather, 
hides, mining and heavy goods, par- 
ticularly affected by the ups and downs 
of the vagaries of cost and market, will 
be satisfied to have that adopted as the 
best accounting practice, and would so 
qualify. 

(2) That this method is regularly 
employed in the keeping of the books 
of the taxpayer. In other words, you 
have to keep your books in that way 
to get the benefit. 

It further says any change from a 
present basis to that basis is to be 
made under rules prescribed by the 
commissioner. That is, in order to get 
the proper gain, if any, at the time of 
change. And also, once elected, that 
method is irrevocable and permanent, 
and you have to follow it out from 
then on. 

But for those who do not keep their 
books that way, there is no worry as 
there was at the time this was orig- 
inally under discussion, that they will 
be forced, or that the commissioner 
will be forced, to make them cost their 
inventories in that way. 

I have not seen very much fuss 
about that Section in the form in 
which it is now written, Mr. Elliott, 
so I think maybe you are going to 
get the laugh on us on that. 


WHEN SECURITIES BECOME 
WORTHLESS 

In Section 23-G and K, there is a 
provision, and a fearful provision that 
came into the House Bill there, which 
said that in a year in which securities 
are determined to be worthless, you 
will recognize we have always had a 
deduction of our cost in such securi- 
ties. The House Bill said, “Oh, no: 
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the worthlessness of securities is now 
to be classed along with sales or any 
other exchange or conversion of those 
assets, and it is to be losses, and the 
losses are to be limited to the $2,000 
and offsetting capital gains the same 
as any other capital losses.” 

Well, for those of us who are wor- 
ried about some securities, such as our 
investments in Latin American coun- 
tries these days, that was a fearful 
prospect because, when a security be- 
comes worthless, a security held by a 
corporation at least, it is not because 
the corporation has bought into that 
subsidiary for purposes of playing the 
stock market with it, but because it 
wanted control or wanted to invest 
some of its surplus funds in a good 
investment. There is nothing voluntary 
about the happening of worthlessness 
to a corporate investment or one made 
by a corporation. So the Senate has 
put into those Sections the words, 
“Other than corporations.’”” We are 
very hopeful it will stay as that is a 
fair provision. 

So from now on, when stocks be- 
come worthless in the hands of indi- 
viduals, they are to be considered as 
capital transactions and limited to the 
capital losses allowed the individual 
which under the new bill are very 
much more liberal than they have 
been. 

In the case of corporations, the 
worthlessness of an investment in an 
underlying subsidiary, or any other 
corporation, will still be considered 
a hundred per cent. business deduc- 
tion. 


IMPROPERLY ACCUMULATED 
SURPLUSES 

Section 102 has had a lot written 
about it. It is the surtax on improp- 
erly accumulated surpluses which has 
been hanging over our heads since 
time immemorial, and in which the 
government has been unfortunate in 
not making many of those cases stick, 
because, after all, who is to determine 
whether or not the retention of sur- 
plus earnings is reasonable or unrea- 
sonable? They try to make the section 
a little tighter in that they say this: 
“From now on the accumulation of 
surplus earnings is to be prima facie 
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evidence of improper accumulation.” 

In the first place, if the company is 
a mere holding and investment com- 
pany, I see a lot of litigation ahead 
on that. Who is to say when a holding 
company is such, and when it gets over 
into the management class ? 

Second, that any earnings per- 
mitted to accumulate beyond the rea- 
sonable needs of the business shall be 
prima facie evidence, and the corpora- 
tion or taxpayer will have to prove he 
is not improperly accumulating earn- 
ings. 

I think the Section has not been 
strengthened a great deal because who 
is to say what earnings accumulated 
beyond the reasonableness of business 
actually are? 

But there is an attempt to make Sec- 
tion 102 apply, and there again the 
general run of taxpayers throughout 
the country, I think, have little to 
worry about. The dividends policies 
of all but a few culprits, as viewed by 
the administration, are such that there 
is little to worry about under Section 
102, under even the revised form. 

Section 122 allows, in the case of 
purchase or retirement of a corpora- 
tion of its own obligations, that there 
shall be no gain or loss. That applies, 
for some strange reason, only to the 
years 1938 and 1939. I do not know 
what is behind that provision, and I 
do not know what they mean by “‘obli- 
gations.” Obligations in a legal sense 
would be bonds and debentures, notes, 
true legal obligations of the corpora- 
tion, but probabiy could not be so re- 
garded in the case of a corporation's 
own stock. That is not an obligation. 
But whatever that means, keep your 
eye on Section 122 because, if it is 
there, a corporation can begin to retire 
in the case of certain obligations— 
retirement of debts which would be a 
credit under the surtax. Perhaps, if 
obligations under the new regulations 
are extended to include stocks, we 
would do away with the troublesome 
rule on the corporation having a loss 
in dealing with its own stocks. 

One word about a relief provision 
that has been put in, in Senate 808. 
You will recall that back in 1935, 
under these 112-B6 liquidations—that 





is, when you liquidated a corporation 
in which you owned 80 per cent. or 
more of the stock, there was no gain— 
it was put in Section 112 as tax free 
liquidations. Then the question arose 
as to on what basis the property re- 
ceived in liquidations should be taken 
by the parent or the company in which 
the property was liquidated. 

In the 1934 Act it was forced to 
take its own basis, that is, the basis 
in the hands of the transferee. If it 
had spent very little for the stock of 
the corporation, even though the assets 
of the corporation had now appreci- 
ated greatly in value, those assets came 
over to the parent still with the low 
investment of the parent as their base. 

Then 113-A-15 was put into the 
1936 law, which allowed in that case 
the assets to retain the basis they had 
in the hands of the transferor. In 
other words, the book basis in the 
hands of the liquidated subsidiary re- 
mained the basis in the hands of the 
parent. But, because of the peculiar 
way in which the 1935 Act came into 
effect and then was succeeded by the 
1936 Act before it became operative, 
there was a blind spot on all liquida- 
tions of that type, particularly between 
January 21 and June 23, 1936. In 
those cases the corporations were 
forced, many of them against their 
will, because they had not known of 
the law at the time, to take the basis 
prescribed from the June, 1936, law. 
In other words, the basis in the hands 
of the transferor company. 

This Section 808 allowed any tax- 
payer who had that situation to elect 
within 180 days after passage of this 
Act, whether he wanted the old 1934 
Act basis, that is, the basis in the hands 
of the transferee, or the new 1936 
Act basis, which will apply automati- 
cally if he does not make the election. 

There may be a few cases of liquida- 
tions of that sort where the change of 
basis will be tremendously important. 
So watch 113-A-15 in its final form. 

Section 371 in the Senate is another 
amendment put in on the floor which 
adds a new Section to 112—112-B-7 
it will be—which allowed security ex- 
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changes and distributions made by 
utility companies in obedience to the 
S.E.C. orders under the Utility Hold- 
ing Company Act to be considered tax 
free. In other words, we had a pe- 
culiar situation where the Utilities 
Act administered by the S.E.C. was 
forcing certain liquidations and con- 
solidations, certain exchanges and cer- 
tain distributions, which would be tre- 
mendously expensive if they were 
taxed under the law as it then stood. 

It is a complicated Section, but was 
offered by the S.E.C. itself and adopted 
by the Senate, and will probably re- 
main in the law as 112-B-7, allowing 
tax freedom in the case of liquidations 
of that type forced by S.E.C. orders. 
It is a section representing, to my 
mind, a very common sense coopera- 
tion between two sections of the gov- 
ernment. 

Section 141 covering consolidated 
returns or the privilege of filing con- 
solidated returns which have been ap- 
plicable to railroads: Bus lines, track- 
less trolleys, suburban and city bus 
lines, are now to be called railroads. 
If any of you have trackless trolleys 
in your mind, you probably can file a 
consolidated return for more than one 
company. 

Section 148-F, a very much dis- 
cussed section, will apparently be 
adopted because it is in line with what 
both the Senate and the House think 
about it, and that is, that the forms 
as to salaries of employees filed as the 
old C-1 and now G-1, are only to be 
filed for salaries in excess of $75,000. 
The old rule was $15,000. I take it 
that with the new minimum of 
$75,000, not many of us will have big 
G-1 forms this year. 


FOREIGN TAX CREDIT 

Just a word about a very much 
needed and very moot question which 
may or may not be decided in con- 
ference, and that is, Section 131 on 
foreign tax credit. I hate to launch 
into this one because it is tough, but 
I am going to try to tell you in a few 
words the amazing results of technical 
changes in the law. 

Foreign tax credit is only supposed 
to eliminate the duplication of an 
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American tax on foreign income that 
has already paid a foreign tax. You 
are not supposed to get any further 
credit which can wipe out some of 
your domestic tax on domestic earn- 
ings. Therefore, there is a limitation 
that says you can not have as a credit 
any more of the foreign tax paid than 
the ratio to the foreign income on 
which the tax is paid; the foreign net 
tax is the numerator, while the total 
net income is the denominator. 

It has the effect of not being able 
to borrow excess credit on the do- 
mestic tax. That worked all right as 
long as 85 per cent. of domestic divi- 
dends was a deduction out of net tax- 
able income. But when the surtax 
was adopted, 85 per cent. of dividends 
dropped below the line as a credit and 
therefore one hundred per cent. of the 
domestic dividends remained in the 
taxable income. 

Now do you see the effect of that on 
Section 131? Instead of one over 
four, we will say, total income, by put- 
ting 85 per cent. of domestic dividends 
in under this, you get one over six. 
So, instead of getting one-fourth of 
your credit, you get only one-sixth of 
it. It was entirely accidental, but it 
took a lot of work to get the powers 
that be to see that foreign tax credit 
was unconsciously limited below that 
which it was intended to be. 

There is a provision in the Senate 
Bill which makes this limitation of 
the fraction of foreign income to total 
net income, less the credit of 26-B, 
which has the effect of deducting 85 
per cent. of dividends and restoring 
the fraction to what it should be. 

It is very important to any of you 
people who represent companies hav- 
ing foreign income which is taxed, and 
at the same time, domestic dividends. 

Section 165 has been changed in 
the case of deductions for employer 
contributions to pension trusts—em- 
ployee pension trusts,—to read that 
the employer company shall have no 
such deduction if the employer com- 
pany has a string on that fund. In 
other words, the fund must be irrev- 
ocable in so far as the employer's 
ability to draw back any part of it is 
concerned. You had better examine 


your pension plans in connection with 
that section. 

The Senate made only one sensible 
change in that, and that was this: At 
the end, when this plan is all paid out 
and the pensioners have died off, there 
may be something left over and then 
it is only fair to let the company take 
it back without ruining their deduc- 
tions of the amount they put in cur- 
rently. So they said that eventually, 
when all of the employees have been 
properly paid up and if there is any- 
thing left over, that does not consti- 
tute irrevocability, and will be an ex- 
ception to the rule. 


OPENING UP STATUTE OF 
LIMITATIONS 


One of the most discussed new sec- 
tions is Section 821, concerning which 
various law and bar associations, and 
commercial associations, have made 
vigorous protests about opening up the 
statute of limitations in certain cases. 
It is highly complicated and limited. 
I think the motive behind it was per- 
fectly fair to business. It has to do 
with the cases in which you take a loss 
in one year and have it disallowed be- 
cause it occurred in an earlier year, 
and then find the earlier year is closed 
by the statute. Where certain deduc- 
tions are disallowed in one year but 
should have been allowed in another 
year where it is closed by statute, you 
can go back and open up the prior 
year. But there are certain limitations. 
You can not limit the amount. It is 
limited to certain amounts of gross in- 
come. It is a question whether or 
not there is any vital danger to busi- 
ness as a whole in keeping years open 
under the specific provisions of Section 
821. 

For the most part I would say most 
of us would be perfectly willing to 
take our licking and see years closed 
once and for all, rather than have this 
little string hanging out the side that 
might open up the whole year again. 

I want to call your attention to one 
or two miscellaneous provisions be- 
yond the income tax law. 
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(Continued from page 204) 
REDECLARATION OF CAPITAL STOCK 
VALUE 


Senate 601 and the House Section 
of the same number present some re- 
lief to corporations in the case of the 
capital stock tax. The House said that 
there should be a redeclaration of cap- 
ital stock value next year, on June 30, 
1939, and every three years thereafter. 

The Senate went further and said 
a redeclaration should be made in 
June of this year and every second year 
thereafter. That is even better. I think 
that is a very excellent section. I 
hope the Senate version of it stands. 
It may give us a little more work in 
adjustment of our capital stock tax 
ahead, but we would sooner have an- 
other crack at covering the next two- 
year period because some of us woe- 
fully under-guessed. 


ExcisE TAX CHANGES 


In the case of excise taxes, I am 
going to just mention they have been 
changed and jockied around, but I do 
not think they are of sufficient general 
interest to discuss. Tires and tubes 
will have a new rate. But there are 
a great many of the nuisance taxes in 
the categories that produce very little in- 
come for the government that have been 
eliminated or changed so that, in your 
own particular business, you have to 
watch out for changes in the excise tax. 

One change in the excise tax is im- 
portant, however, and that is that 
wherever a corporation manufacturing 
an article subject to excise tax dis- 
tributes that article or wholesales it 
through a subsidiary distribution com- 
pany, if there is a 75 per cent. stock 
relationship between the parent and 
the subsidiary, the transaction is no 
longer considered at arms’ length, and 
you have to prove that the price 
charged by the manufacturing com- 
pany, on which the manufacturer’s ex- 
cise tax is based, is fair. There have 
been a great number of cases leading 
up to the Bourgeois case, in which 
manufacturing companies have actually 
made a fine manufacturing profit and 
have passed it on to the distributing 
companies. If this goes through, 
where there is a 75 per cent. stock re- 
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lationship between the manufacturing 
company and the distributing com- 
pany, you will have to prove that the 
base for the tax is correct. That is 
probably perfectly fair. 


TRANSFER STAMP TAX 
REQUIREMENTS MODIFIED 


Another important thing to business 
is a relief section which the Senate 
put in as Section 711. There would 
be no transfer stamp taxes imposed 
on the transfer of stocks or securities 
between the owner and nominees, the 
owner and trustees, the owner and 
custodians, and back and forth. You 
will recall that many of you have had 
a headache when you took stock in 
the name of a treasurer or vice-presi- 
dent or nominee, and the frequent 
practice in the street is to handle stocks 
intended for quick turnover in an in- 
dividual name of that sort. The gov- 
ernment up to now has been success- 
ful in imposing a transfer stamp tax 
every time the stock went from the 
owner to the nominee, and from the 
nominee back to the owner, and over 
to the distributee, and so forth. 

That relief provision will be help- 
ful in allowing stocks to be held by a 
nominee when the equitable ownership 
still remains in the corporation. 

Just a word more on the fact that 
the law enlarges a great many of the 
commissioner's powers. It allows him, 
for instance, to make 606 closing 
agreements in the Bureau without re- 
ferring those to the Secretary of the 
Treasurer as he has heretofore done. 
It allows him leeway in extending the 
time of payments for five years in the 
case of distributions made under the 
S.E.C. orders, and so forth. It allows 
him more power in the abatement of 
jeopardy assessments when he comes 
to the conclusion that he has made a 
mistake in the arbitrarily high assess- 
ment, if he makes that abatement prior 
to the time the board or court has 
reached that case. 

It allows him reduction of certain 
12 per cent. interest items to the cus- 
tomary 6 per cent. in an accidental 
part of the bill several years ago. 

All of those things are important, 
and for the most part they are good. 





No OATH ON INDIVIDUAL RETURNS 

No oath will be required on indi- 
vidual returns from now on. Individ- 
uals may sign their returns under 
such a statement as will be put on the 
return that apparently will hook them 
for fraud anyway. But that takes 
some business away from the notaries. 

An interesting Section, No. 824— 
very few of you probably have seen it 
—I give you as atrend. The Secretary 
of the Treasury is empowered, in Sec- 
tion 824, between now and the meet- 
ing of the next Congress, to make an 
investigation in the field of labor-sav- 
ing devices or labor eliminating ma- 
chines, to the end that an appropriate 
tax may be placed on such devices 
apparently as a backlog in the unem- 
ployment situation. It is a rather in- 
teresting provision which allows the 
secretary at least to start an investiga- 
tion into the taxability of labor-saving 
machines. 


SECRECY OF RETURNS 

Only one other point that occurred 
to me might be interesting to you, 
and that is: We are still bothered by 
the fact that none of us knows when 
he files an income tax return with his 
sovereign government, which contains 
our vital and innermost secrets in great 
detail and with many schedules, that 
that is to be considered as private prop- 
erty by the commissioner. We have 
seen such information flaunted and 
batted about in connection with the 
Senate hearings on the 1937 loophole 
bill. We have seen the secrecy of the 
income tax information violated in 
connection with the Black Investigat- 
ing Committee on utilities, and last 
week, on April 18, President Roosevelt 
signed another of those orders open- 
ing up all income tax returns to the 
Senate Committee investigating lobby- 
ing. 

Nobody knows whether or not that 
will be brought to the public, but most 
of those investigating committees have 
public hearings. It is something that 
a good tax administration, realizing it 
has to raise its taxes primarily by the 
taxpayer's efforts, should not encour- 
age. It is an invitation to the wrong 
kind of statements, to incomplete state- 

(Please turn to page 213) 

















REVIEWS of Recent Business Publications 


SOCIAL CONTROL OF INDUSTRY, by 
George Matthews Modlin and Archibald 
McDonald Melsaac, of the Department of 
Economics and Social Institutions of Prince- 
ton University. Little, Brown, and Com- 
pany, Boston. 500 pages. $1.40. 

During the middle ages and the succeed- 
ing period of mercantilism economic activ- 
ity was generally recognized as essentially 
a social process expected to serve social 
ends. The mercantilists were interested in 
private wealth only as it would contribute 
to the strength of the nation. Advocates of 
laissez-faire did not deny this social pur- 
pose but believed there was a substantial 
identity of private and social interests. 
Government was still supposed to maintain 
order, suppress crime, and enforce con- 
tracts, but the doctrine of caveat emptor 
prevailed. Laissez-faire was never adopted 
in its entirety in any country. Too often 
it was found that the exploitation of in- 
dividual opportunities failed to advance, or 
conflicted with the common good. Hence 
during the past 50-75 years the pendulum 
of thought has been toward increasing so- 
cial control. 

The book is divided into six parts, each 
dealing with some phase of the organiza- 
tion and operation of modern business: 
(1) the form of modern business organiza- 
tion and the financing of corporations; (2) 
the problems and structure of the market- 
ing system and the movement of goods 


from producer to consumer; (3) manufac- 
turing industry and its problems of monop- 
oly and unfair trade practices; (4) the 
natural-resource industries (including agri- 
culture) and their problems of attaining 
prompt adjustment of production to de- 
mand and the needs of conservation; (5) 
the transportation system and its regula- 
tion, and (6) public utility regulation 
and public ownership. 

The description in each part is coupled 
with an analysis of the contrasting condi- 
tions in the various industry groups. Some 
are primarily competitive, some are domi- 
nated by monopolistic competition, in still 
others natural monopolies exist. This de- 
scription and analysis furnish the back- 
ground for the two-fold purpose of the 
book, (1) to make clear the significance 
of changing economic conditions and (2) 
to evaluate the problems of efficient social 
control and the techniques that may be 
employed to carry that control into effect. 

This is the third volume in a six-book 
series collectively entitled “Economics and 
Social Institutions’’ which is designed to 
serve, in various combinations, as a text 
book for courses in elementary economics. 
The first volume furnishes the historical 
background; the second is an introduction 
to economic analysis; the fourth deals with 
money, banking, and public finance; the fifth 
with population, natural resources, and re- 


gional trade; and the sixth with labor organ- 
ization and legislation. 
Reviewed by E. STEWART FREEMAN. 


AMERICA’S STAKE IN INTERNA- 
TIONAL INVESTMENTS, by Cleona Lewis 
assisted by Karl T. Schlotterbeck of the 
Institute of Economics; publication No. 75 
of The Brookings Institution, Washington, 
D. C. 710 pages. $4. 

The international migration of capital 
has been an important factor in the eco- 
nomic life of this country since colonial 
times. Inflow counted most in the early 
days, and outflow most since 1914, but al- 
ways there have been counterflows so that 
a national balance sheet would show Ameri- 
can indebtedness to foreigners on the lia- 
bility side and American claims against 
foreigners on the asset side. During the 
first century after 1776 foreign liabilities 
increased while foreign assets remained 
negligible in comparison. Then with the 
passing of the frontier and the rise of 
American industry, there was a noticeable 
expansion in capital exports. 

Even had there been no world war the 
change from debtor to creditor status would 
have come eventually. As it was the change 
came swiftly, violently between 1914 and 
1918, and an orgy of lending followed. 
American private investments abroad were 
five times pre-war by 1929, whereas Ameri- 
can obligations to foreigners had increased 
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only 25 per cent. Then our lending was 
sharply curtailed and thereafter defaults be- 
gan to occur. Examination showed clearly 
that there had been much overlending and 
unwise lending. Finally came the Johnson 
Act. 

The book consists of three parts and ex- 
tensive appendixes. It tells in a very in- 
teresting way how conditions at home and 
abroad since 1783 have affected the debtor- 
creditor position of the United States. It 
explains the shifts in status from a debtor 
to a creditor nation. Also it sets forth the 
present position in detail and discusses the 
issues to be faced with regard to future 
migrations of capital. 

Part I, America’s Foreign Liabilities: The 
American Colonies wete founded and de- 
veloped by the aid of European capital. 
After the revolution England sold her 
goods in America on credit, supplied cash 
through the banking houses to pay for 
American purchases in India, China and 
South America, and also bought the greater 
part of American exports for cash, thus 
directly or indirectly financing most of 
America’s foreign trade. 

Between 1820 and 1840 the states bor- 
rowed nearly 200 millions to build canals, 
roads, and bridges, to finance the produc- 
tion and marketing of cotton and sugar 
through state banks, and to subsidize rail- 
road construction. Meanwhile American 
railroads, banks, and insurance companies 
sold capital issues abroad. This was in- 
terrupted by the panic of 1837, the attempt 
of the United States Bank to peg the price 
of cotton, and the collapse of the plan and 
liquidation of the bank in 1840. Then 
followed state defaults and repudiations 
and the country was pronounced “‘one vast 
swindle shop from Maine to Florida.” 

It took the discovery of gold in Cali- 
fornia, with the resulting increased activity 
in trade, manufacturing, and railway build- 
ing, to restart in 1849 a considerable flow 
of European capital to America. But the 
railroads rather than the states now took 
the lead. For a time German and Dutch 
investors furnished the larger part of the 
capital, but eventually London again be- 
came the taker and for seventy-five years it 
furnished the principal market for Ameri- 
can railroad securities. Later some utilities 
and larger industrials were added to the 
European portfolios. 

Foreign investments in the United States 
have also included direct ownership of 
many kinds of enterprises. Foreign land 
companies were in their heyday in the early 
nineteenth century. Cattle companies reached 
their prime in the 1880’s and 1890's. Many 
foreign investments in mining were being 
transferred during the 1900’s to take ad- 
vantage of discoveries in other countries. 
Investments in breweries and distilleries 
were largely liquidated by the eighteenth 
amendment. Foreign mortgage companies 
were still flourishing in 1914, while invest- 
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ments in oil, manufacturing, and insurance 
were steadily increasing. 

Between 1914 and 1919 America’s for- 
eign liabilities were reduced from 7.2 bil- 
lion to about 4 billion dollars, all classes 
of indebtedness included. By the close of 
1936 however the aggregate amount of all 
foreign claims against Americans was back 
to about six per cent. higher than in mid- 
1914. 

Part II, America’s Foreign Investments: 
American capital has been placed: abroad in 
two ways: (1) through direct investments 
in American-controlled commercial and in- 
dustrial ventures located abroad and (2) 
through purchase of the securities of for- 
eign governments and foreign controlled 
corporations. 

Among the earliest of the direct invest- 
ments were those in the mining of gold, 
silver, and precious stones, which reached 
262 million dollars by 1929. Beginning 
somewhat later, about 1870, American com- 
panies had by 1929 accumulated 555 mil- 
lions in copper and 854 millions in oil. 
Other metals and minerals, principally ni- 
trates, aluminum, nickel, zinc, lead, and tin 
accounted for 410 million, making a total 
of 2081 million. In addition about 985 
million dollars was invested abroad in agri- 
culture, principally in sugar, bananas, rub- 
ber, timber lands, sisal, coffee, and to- 
bacco. These investments were largely in 
British and Latin America and West and 
East Indies. 

American controlled factories and branch 
plants operating abroad divide into two 
main classes; those whose products are in- 
tended for foreign consumption and those 
producing for the American market. The 
first class is that producing needles, pins, 
razor blades, phonographs, talking picture 
equipment, telephones, other electrical ap- 
pliances, cash registers, typewriters, auto- 
mobiles, airplanes, tractors, threshing ma- 
chines, steam shovels and _ locomotives. 
Among the second are the Canadian pulp 
and paper industry, Canadian lobster and 
sardine packing, Spanish and Portuguese 
cork factories, South American meat pack- 
ing, and Indian jute; in general the ex- 
ploitation of foreign natural resources. 
While the branch factory movement began 
before 1860 and had reached only. about 
100 million by 1900 and 475 by 1914, it 
reached 1,821 million in 1929 and even 
more by 1935. To this must be added 
American owned railroads, hotels, shipping, 
public utilities, theaters, cinemas, and mer- 
chandising concerns, making a 1929 total 
of 7,553 million dollars for all direct in- 
vestments abroad. 

American purchases of foreign securi- 
ties began very early but did not amount 
to much relatively for more than a century. 
A Canadian loan was floated in New York 
in 1879 but European government borrow- 
ing began with 100 million in one year of 
the Boer War. By 1914 American holdings 


reached 850 million and by 1917 private 
loans, principally to the allied governments, 
had added 2671 million more. Government 
loans between 1917 and 1922 amounted to 
9387 net as against 10,470 millions spent 
by the Allied Governments in the United 
States. In 1929, 7839 million dollars of 
securities were privately owned and 1617 
million of short-term credits were outstand- 
ing. 

This 17 billion dollar total for 1929 was 
reduced to about 13 billion in .1937, to 
which must be added the 1114 billion of 
inter-government debt, not counting inter- 
est. During the entire period large for- 
tunes have been made in foreign invest- 
ment and many have been lost but part of 
the individual losses were recovered by 
other Americans. While no exact financial 
accounting is possible it seems likely that 
direct investments have shown gains con- 
siderably in excess of the losses. But for- 
eign dollar loans issued in the United States 
have had a very unsatisfactory history. 

The United States probably will not re- 
turn to the status of net debtor but it has 
not yet adjusted itself to the creditor status. 
Conditions differ from a century ago when 
Britain made its shift from debtor to 
creditor status. No comparable virgin 
areas remain; highly developed industrial 
competitors are seeking foreign outlets for 
their products, and there is an unusual de- 
gree of economic and political instability. 
Yet the difficulties in the present situation 
do not grow out of a lack of markets for 
our goods if the goods are furnished on 
credit. Nor are they concerned with the 
lack of American investment funds. The 
principal difficulty today is the inability 
of foreigners to provide themselves with 
the means of servicing the new obligations 
which would thus be incurred. So far the 
balance of international accounts has been 
made possible only by the huge imports of 
gold, which cannot continue indefinitely, 
and have already raised serious questions 
for the future. 

Reviewed by E. STEWART FREEMAN, 

Dennison Manufacturing Company. 


CORPORATIONS AND _ THEIR  FI- 
NANCING, by Hastings Lyon, of the School 
of Business, Columbia University. D. C. 
Heath & Co. 946 pages. $4.25. 

This omnibus embodies the accumulated 
experience of the author in investment 
banking houses, in teaching and in practice, 
and the results of many years of discus- 
sion at the School of Business as to the 
desirable content of an introductory course 
in corporation finance. 

The book consists of 62 chapters grouped 
into 11 sections. The first section consists 
of 7 chapters on the corporate enterprise 
as a special group mechanism, its legal 
and social aspects, its organization, opera- 
tion and termination. The second section 
follows with seven chapters on the con- 
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cept of capital stock, what effects payment, 
the rights of stockholders and creditors in 
the capital fund, accounting for treasury 
stock (with some debatable conclusions), 
par value and no par value, and the classi- 
fication of shares. 

Creditor securities are discussed in five 
chapters of the third section. Under the 
earliest forms of land security the debtor 
gave the creditor possession of the land 
and the latter applied the usufruct toward 
the satisfaction of the debt. The right of 
the debtor to get his land back after the 
debt was satisfied did not die. This was 
the vif gage, or live pledge. Later it was 
agreed that if the debt was not paid by a 
given date, the “law day,” the land should 
become the absolute property of the cred- 
itor. Thus developed the mort gage or 
dead pledge. If the debtor was ill, robbed, 
or tricked by the creditor into delay he 
still had to pay by law day or lose his land. 
But the king, through his chancellor, could 
and did modify the rigidity of an unjust 
justice. Thus by the seventeenth century 
the debtor’s right of redemption had be- 
come established. But equity saw that the 
creditor should not be held out of his 
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rights indefinitely. Hence it developed the 
principle that he could in time ask the 
court to cut off or foreclose the debtor's 
right of redemption. 

Originally if the creditor took the land 
he had all he could get but as the debtor 
received help in getting back his land the 
creditor claimed and in time received the 
right to sue for any excess of the debt over 
the value of the land. This made auction 
sales necessary to establish the true value 
of the land. With this developed the prac- 
tice of the debtor remaining in possession 
of the land until law day. Today there are 
two types of mortgage laws. Under the 
common-law form the creditor gets the title 
and the debtor retains only the right of 
redemption. Under the statutory form in 
some states the debtor retains the title sub- 
ject to the lien of the creditor. The corpo- 
ration mortgage is a development of this 
lien principle. Bonds are notes under seal. 

The fourth, fifth, and sixth sections con- 
sist of 16 chapters on “Capitalization: Ex- 
pansion,” “Changes in Membership of 
Shareholder and Creditor Groups’ and 
‘Marketing Securities.” The latter deals 





with both primary and secondary capital 
markets and the regulation of the sale of 
securities. The ninth and tenth sections 
have eleven more chapters on the related 
subjects of trust companies and promotion, 
the stock exchanges, and the relation of 
broker and customer. 

“Internal Financing and Corporate In- 
come,” “Reorganization: Settling the Af- 
fairs of the Corporate Enterprise in Finan- 
cial Difficulties,” and ‘Federal Taxation 
and Regulation” get eleven chapters in Sec- 
tions Seven, Eight and Eleven. Here we 
find discussions of dividend policy, ex- 
pansion through earnings, balance sheet 
control, the management of surplus and 
cash, taxation, and other subjects familiar 
to controllers. 

A book of this size, written primarily 
for the student, will contain too much that 
the controller already knows for him to 
read it word for word. Yet a book so com- 
plete is likely to contain also something 
with which he or his staff are not so fa- 
miliar and therefore it is a good book to 
look over and keep on the shelf. 


Reviewed by E. STEWART FREEMAN. 
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INSTITUTE ACTIVITIES-COMMUNICATIONS 


NEW MEMBERS ELECTED 


At a meeting of the Executive Commit- 
tee of The Controllers Institute of America, 
held May 31, 1938, the applicants named 
below were elected to active membership in 
The Institute: 


EDWARD E. BALLING, JR. 
Latchford Glass Company, Los Angeles. 

DoNnaALD H. BISSELL 
Chromium Corporation of America, New 
York City. 

Jack BONAPART 
Air Reduction Company, Inc., New York 
City. 

PHILIP F. BREEN 
Pioneer Division—The Flintkote Com- 
pany, Los Angeles. 

Harry W. Burns 
Plymouth Cordage Company, North Ply- 
mouth, Massachusetts. 

HENRY I. CARSON 
Inspiration Consolidated Copper Com- 
pany, New York City. 

PHILLIPS CHYNOWETH 
National Shirt Shops, Inc., New York 
City. 

ALVIN R. Corb 
Froedtert Grain & Malting Company, 
Inc., Milwaukee. 

ROBERT B. DAVIDSON 
Air Reduction Company, Inc., New York 
City. 

HAROLD F. DUFFY 
Givaudan-Delawanna, Inc., New York 
City. 

THOMAS A. DUNBAR 
Boston Elevated Railway Company, Bos- 
ton. 

Roy C. GoppIN 
The Mortbon Corporation of New York, 
New York City. 

JoHN H. Goopwin, Jr. 
Columbus McKinnon Chain Corporation, 
Tonawanda, New York. 

J. Epwarp HEBERLE 
Capital Transit Company, Washington, 
DG. 

HERBERT O. HINCKsS 
Frankfort Distilleries, Incorporated, Lou- 
isville, Kentucky. 

OwEN T. JONES 
American Trust Company, San Francisco. 

FRANK R. KELLER 
Columbian Carbon Company, New York 
City. 

J. SHERWOOD KNIGHT 
Continental Mills, Inc., Philadelphia. 

JOHN B. LAwson 
Villanova College, Villanova, Pennsyl- 
vania. 

JOHN S. LEAROYD, JR. 
Hygrade Sylvania Corporation, Salem, 
Massachusetts. 

EDMUND J. MACDONALD 
Consolidated Coppermines Corporation, 
New York City. 

WILLIAM S. PIERICK 
Line Material Company, South Milwau- 
kee. 

EDWARD E. REARDON 
Edward G. Budd Manufacturing Com- 
pany, Philadelphia. 


HENRY J. SERTH 
Wohl Shoe Company, St. Louis. 
MELVIN O. SIMPSON 
Samson Tire & Rubber Corporation, Los 
Angeles. 
E. D. SMALLEY 
Kieckhefer Container Company, Delair, 
New Jersey. 
CHARLES P. SMITH 
Henry Disston & Sons, Inc., Tacony, 
Philadelphia. 
HaroLp C. STOTT 
Stokes, Packard & Smith, Inc., Philadel- 
phia. 
RoBERT W. TINDALL 
Blanchard Press, Inc., New York City. 
JOSEPH F. VERHELLE 
The Manufacturers National Bank of 
Detroit, Detroit. 
Morrison H. WATKINS 
Wailes Dove-Hermiston Corporation, 
New York City. 
WILLIAM WEBSTER 
Bankamerica Company, San Francisco. 
WoopwarpD L. S. WILSON 
The McKay Company, Pittsburgh. 


ARTHUR M. BRERETON 


Arthur M. Brereton, controller of the 
Pure Oil Company, Chicago, died after 
three weeks’ illness on June 16, at his 
home in Winnetka, aged 49 years. Funeral 
services were held in the First Presbyterian 
Church in Wilmette. Flowers and a card 
of sympathy were sent from the Chicago 
Control of The Controllers Institute of 
America, of which Mr. Brereton was a 
member. 

Mr. Brereton was born on a farm in 
Delaware and moved to Philadelphia in 
1901. Six years later he became asso- 
ciated with the Pure Oil Company of New 
Jersey, as it was then known. He rose 
through successive auditing positions with 
the company and was appointed controller 
in 1929. Last December Mr. Brereton was 
named general chairman of the Committee 
on Uniform Accounting Methods of the 
American Petroleum Institute. 

Mr. Brereton became a member of The 
Controllers Institute of America on Janu- 
ary 19, 1933. He was instrumental in 
organizing the Chicago Control and had 
served as a member of its Board of Di- 
rectors for several terms. He had made 
many friends among the members of The 
Controllers Institute. 


Personal Note 


Mr. C. A. Andrews, who had been serv- 
ing the Lehigh and New England Rail- 
road Company with the title of general 
auditor, was on May 26 elected comp- 
troller of the company, according to an 
announcement issued by Mr. S. D. War- 
riner, president of the company. At the 
same time the position of general auditor 
was abolished. 


MEETINGS OF CONTROLS 


St. Louis: 
Topic: “Election of Officers and 
Directors” 

After the election of officers and directors 
of the Control for the coming year, the 
monthly meeting of the St. Louis Control 
on June 28 at the Missouri Athletic Asso- 
ciation was devoted entirely to social activi- 
ties. 


Pittsburgh: 
Topic: “Pennsylvania Capital Stock 
Tax Laws” 

An afternoon of golf at Wildwood 
Country Club was enjoyed.by the mem- 
bers of the Pittsburgh Control before the 
monthly meeting held on June 30. The 
meeting was from 8 to 10 P.M. and the 
program consisted of a general discussion 
of the Pennsylvania capital stock tax 
laws. The leaders were Messrs. Samuel 
Johnston and T. J. Mulvihill of the Gulf 
Oil Corporation. 


Philadelphia: 
Topic: “Golf Tournament” 

The Philadelphia Control terminated its 
1937-1938 season with a golf tournament 
arranged by ‘Les’ Fowler, of Day & Zim- 
merman, Inc. It was held on June 29 at 
the Whitemarsh Valley Country Club at 
3:00 P.M. Those who did not play golf 
filled the need for a good number of score- 
keepers and a large gallery. 

Mr. Daniel H. Schultz, of the Leeds 
& Northrup Company, the newly elected 
president of the Philadelphia Control, 
briefly sketched some of his plans for 
next year at the May meeting of the offi- 
cers and directors of the Control. 

After a thorough discussion it was de- 
cided that the meeting date of the Con- 
trol should be fixed for a given day of 
the month, subject to necessary arrange- 
ments for suitable speakers. The con- 
sensus of opinion seemed to be that the 
first Thursday of the month was most 
suitable. In connection with the work 
of the Program Committee it was tenta- 
tively decided that programs should be 
fixed for at least two months ahead, and 
that some definite plans be laid for the 
other meetings in order that arrange- 
ments can be completed for the program 
of the entire year. 

The matter of noon-day luncheons for 
meetings on special subjects was left in 
the hands of a sub-committee of the Pro- 
gram Committee, and an effort is to be 
made to develop a regularly scheduled 
program. 
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INSTITUTE ACTIVITIES-COMM UNICATIONS 


New York City: 
Topic: “Accounting Control of a 
World’s Fair” 

The final meeting of the current year of 
the New York City Control was held on 
June 16 at the Park Central Hotel. The 
social part of the meeting was emphasized 
as usual, and guests were welcome. Mr. 
E. F. C. Parker, a member of the Control, 
was the speaker. As controller of the 
New York World’s Fair, 1939, Inc., since 
October, 1936, he has an intimate view of 
the financing of the undertaking and of the 
accounting phases which have been en- 
countered, as well as of the operating prob- 
lems which will be met. Mr. Parker showed 
a series of views of the World’s Fair which 
gave an excellent idea of what has been 
accomplished and what is planned. During 
the business part of the meeting, directors 
and officers for the coming year were 
elected. 


Milwaukee: 
Topic: “General Meeting” 


The Milwaukee Control met at the Blue 
Mound Country Club on June 29 to hear 
reports of committees and to elect the di- 
rectors and officers for the ensuing year. 

At the June meeting of the Los Angeles 
Control, the newly elected president, Mr. 
Herbert T. Short, of Bekins Van & Stor- 
age Company, appointed the following 
members to serve on the various com- 
mittees: 

Auditing—Mr. R. E. King and Mr. M. C. 
Simpson. 

Membership—Messrs. George W. Fay, 
Homer W. Ludwick, and H. S. Berg- 
strom. 

Program—Messrs. Harry L. Miller, Fred 
H. Brown and Stephen Brownsley, Jr. 

Social Security—Messrs. Herbert T. Short, 
J. C. Yarbrough and William H. Lewis. 
When he took over the duties of the 

president, Mr. Short gave a short address 

on the growing influence which the Los 
pane Control has in city and state af- 
airs. 


Los Angeles: 
Topic: “The New Federal Reve- 
nue Act” 

The election and installation of officers 
took place at the regular monthly meeting 
of the Los Angeles Control, which was held 
on June 16 at the Clark Hotel. Another 
outstanding event of the evening was the 
open discussion concerning the new Federal 
Revenue Act. 


District of Columbia: 
Topic: “Aspects of 1938 Revenue 
Act” 

The annual meeting of the District of 
Columbia Control was held on June 28 
at the Carlton Hotel. The guest speaker 
was Honorable Eldon P. King, Special 
Deputy Commissioner of Internal Reve- 
nue, who spoke informally on “Aspects 
of 1938 Revenue Act.” Officers and di- 
rectors for the coming year were elected 
at this meeting. 


Detroit: 
Topic: “Round Table Discussion” 
The meeting place for the annual meet- 
ing of the Detroit Control which was held 
on June 8 was changed to the Detroit 
Leland Hotel. Reports of outgoing officers 
and committees were made and new officers 
and directors for the ensuing year were 
elected. A brief round-table discussion on 
matters of current interest followed, and 
the rest of the evening was enjoyed in a 
social way. 


Cleveland: 

Topic: “Tennessee Valley Authority” 

Officers and directors for the coming 
year were elected at the annual meeting 
of the Cleveland Control which was held 
on June 14 in the Terrace Room of Hotel 
Cleveland. Following the business ses- 
sion, Mr. Frank J. Carr, of the American 
Steel & Wire Company, Cleveland, who 
was the first president of The Controllers 
Institute of America, gave an entertaining 
review of the Tennessee Valley Author- 
ity, of which he was the first controller. 

After Mr. Carr’s address, the charts 
brought in by members to show the 
trends in their business during the past 
three years were examined and discussed 
with great interest. The outstanding fea- 
ture of the exhibit was the fact that the 
widely different industries all showed 
nearly the same trends. 


Chicago: 
Topic: “Current Economic Prob- 
lems” 

A forum on current economic problems 
was conducted by Dr. Walter Lichtenstein, 
vice president of the First National Bank 
of Chicago, at the last meeting of the sea- 
son of the Chicago Control, which was held 
at Harvey’s Restaurant on June 21. Dr. 
Lichtenstein is one of the foremost econo- 
mists of the country and answered many 
questions in a masterful way. Following 
the discussion program, the officers and 
directors for the coming year were elected. 


Buffalo: 
Topic: “Office Policies and Pro- 
cedures” 

The last meeting of the season of the 
Buffalo Control was held through the cour- 
tesy of the retiring president, Mr. Frank E. 
Davis of the National Gypsum Company, 
at the Buffalo Club on June 7. Following 
the election of directors and officers for the 
ensuing year a discussion took place on 
the subject “Office Policies and Proce- 
dures.” By their attendance the members 
not only showed their appreciation of Mr. 
Davis’ special arrangements for the meet- 
ing, but also of his efforts during the past 
year in organizing the Buffalo Control. 


Baltimore: 
Topic: ‘The Federal Revenue Act 
of 1938” 

A general meeting of the Baltimore Con- 
trol was held on June 15 at the Lord Bal- 
timore Hotel. The speaker was Mr. Allen 
G. Bass, Baltimore manager of Ernst and 


Ernst, and his subject was “The Federal 
Revenue Act of 1938.” Members were 
requested to submit their lists of prospec- 
tive members and to invite to the meeting 
anyone who is interested in The Institute 
and who is eligible for membership. 


Twin Cities: 
Topic: “Last Get-Together of Sea- 
son” 


The Program Committee of the Twin 
Cities Control arranged as the last get- 
together of this season an afternoon of 
golf at the Hillcrest Golf Club, St. Paul, 
on June 7. After dinner, which was 
served at the club, the regular meeting 
was held and directors and officers were 
elected for the ensuing year. 


Syracuse: 
Topic: “The Control of Salesmen’s 
Remuneration and Expense” 

A round-table discussion by the mem- 
bers constituted the program of the 
monthly meeting of the Syracuse Con- 
trol on June 20 at the University Club. 
The subject, “The Control of Salesmen’s 
Remuneration and Expense’ had been 
suggested by Mr. Hubert Balme, of 
Oneida, Ltd. The interest was so marked 
that it was planned to continue the dis- 
cussion in a future meeting. 


San Francisco: 
Topic: “Employees Payroll Deductions” 


Out of courtesy to the Oakland mem- 
bers, the regular monthly meeting of the 
San Francisco Control was held at the 
Athens Athletic Club, Oakland, on June 
23. After the election of officers and 
directors for the ensuing year, the com- 
mittee which was appointed at the April 
meeting of the Control reported on the 
system of handling employees’ payroll 
deductions under the California Unem- 
ployment Insurance Act. A discussion 
followed. 


Controller—Auditor—Treasurer 


A certified public accountant (New 
York and California) as well as a chart- 
ered accountant (London) prefers private 
employment as a controller, assistant con- 
troller, auditor or treasurer. Has had 
about thirty years’ experience in public 
accounting, including connections with 
internationally known firms of certified 
public accountants in their London, 
South American, and United States offices. 
As an executive accountant has had 
charge of two hundred employees in ac- 
counting departments. 

Age, 49 years—married—United States 
citizen—educated in secondary schools in 
England and at London University. 

His specialties are foreign exchange, 
commercial accounts, long term budgets 
and forecasts, financial reports, and ac- 
counts of shipping, real estate, and manu- 
facturing companies of all kinds. Ad- 
dress No. 246, “The Controller.” 





Department Store Accounting for 
Inventory, and for Purchases 


Controller of Store in Washington Discusses Two Phases of Procedure Which 
Differ from Those of Industrial Concerns—Principal Difference Lies in Method 
of Computing “Cost of Merchandise Sold’”—Paper by Mr. JoHN DAvIEs. 


EPARTMENT store accounting 

is highly specialized and differs 
in many important respects from the 
procedures followed by manufacturing 
companies and by concerns in other 
lines of business. MR. JOHN Davies, 
controller of Woodward & Lothrop, 
Washington, D. C., who is president 
of the District of Columbia Control 
of THE CONTROLLERS INSTITUTE OF 
AMERICA, presented a brief paper be- 
fore that Control on April 26, in 
which some of the differences in pro- 
cedure were described. 

Emphasis is laid by Mr. Daviks, in 
consenting to publication of his paper, 
on the fact that it is not at all com- 
prehensive. He directs attention to the 
statement of the purposes for which it 
was prepared, as set forth in the first 
paragraph. It is an interesting com- 
parison which Mr. Davis draws. 


—THE EpITor. 


In preparing this paper as a means 
of introducing our round table dis- 
cussion I have made no attempt to 
describe in detail the work peculiar 
to our accounting office, but have se- 
lected two subjects common to all 
of us which I believe are handled 
differently in a department store, and 
will furnish some points for a gen- 
eral discussion. 

The first topic covers the inven- 
tory, and the second goes somewhat 
into the detail of our purchase and 
accounts payable work. 

A comparison of the Balance Sheet 
or Profit and Loss Statement of a 
department store with that of any 
other concern will reveal scarcely 
any items that are not easily under- 
stood by any controller or account- 
ant, even without experience in this 
line. 


After a study of the details of pre- 
paring monthly journal entries in a 
department store, it will be found 
that the peculiar difference lies in the 
method of preparing the “Cost of 
Merchandise Sold” and the valuation 
of the cost inventory. The method 
here used is what is termed as the 
“Retail Method.” 


RETAIL METHOD 


The retail method has its value 
both to the merchandising and ac- 
counting offices. 

Briefly, all invoices upon receipt 
are marked at their retail price, and 
the value of each invoice is computed 
at retail. All deviations from this 
marked price, either up or down, are 
recorded as “Mark Up” or “Mark 
Down.” 

This computation of purchases at 
retail enables us to think of pur- 
chases, sales, and inventories in the 
same terms of value. 

From this data we are able to keep 
a continuous inventory at retail with 
excellent accuracy. Our percentages 
of shortage in inventories for the 
total store for the past four inven- 
tories have been—.82—.66—.77— 
.53 per cent.—based on sales. 

Another feature of the retail 
method, and the one which is of 
most importance to the controller, is 
the “Percentage of Profit Marked” 
or ‘Percentage of Cost.” Either one 
is 100 per cent. minus the other. 

The first, frequently called the 
“Mark On,” is used to check up the 
buyers as to their profit marked on 
their purchases, and the second— 
100 per cent. minus the Profit Marked 
—is used by the controller to deter- 
mine the cost inventory. 


How ‘PERCENTAGE OF Cosr”’ Is 
DETERMINED 


The “Percentage of Cost’ is de- 
termined as follows: To the cost and 
retail inventories, at the beginning of 
a season, is added the cost and retail 
purchases for the current season. In 
addition all subsequent increases in 
retail prices, or “mark ups,” are 
added to the retail only—no ‘‘mark 
downs” enter into the computation. 
The cost figure is then divided by 
the retail figure, the result being the 
percentage of cost, and one hundred 
per cent. minus the percentage of cost 
gives the percentage of marked profit. 

Ordinarily the face value of the 
invoice is used as cost and in some 
instances the transportation charges 
are added to the cost purchases, but 
in our accounts, in order to use a 
more conservative figure, we deduct 
from the cost of the invoice the cash 
discount thereon, and do not add 
any transportation or handling 
charges. 

The real economy in using this 
method of determining cost inven- 
tory is due to the elimination of the 
task of recording and later finding 
the cost of the exceptionally large 
number of items in a department 
store. In addition to the economy 
of the method, a more nearly accu- 
rate cost inventory is obtained, and 
losses due to reduction in prices, or 
“mark downs,” are given effect in 
the month in which the reduction 
occurred, provided the merchandise 
remains in the immediately follow- 
ing inventory. 

Our profit and loss statements are 
made up monthly, and the cost in- 
ventories, computed as previously 
outlined, are used to determine our 
“Cost of Merchandise Sold” as fol- 
lows: 
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Cost OF MERCHANDISE SOLD 


To the cost inventory at the be- 
ginning of the month is added the 
purchases during the month at cost, 
and from this total is deducted the 
cost inventory at the end of the 
month. To this result is added the 
transportation charges, alteration 
charges, if any, and any other inci- 
dental charges. 

An illustration of the manner in 
which a “mark down” causes a loss 
in the period in which it is taken, al- 
though the item is not sold, is as fol- 
lows: 

When the item reduced is pur- 
chased in the month in which it is 
reduced, or is in the inventory at 
the béginning of the period, it is 
charged against the cost of sales 
either at its original cost if purchased 
during the period, or its original re- 
tail less the average percentage of 
profit marked, if it is in the opening 
inventory. 

If the item remains in the closing 
inventory it becomes a credit in the 
cost of merchandise sold at its re- 
duced retail price, less the average 
percentage of profit. 

Example: Assume the average per- 
centage of profit in a given depart- 
ment is 40 per cent. and an item is 
purchased at $60 and marked to re- 
tail at this average percentage of 
profit—$100. If it remains unsold 
and price unchanged it will remain 
in the cost inventory at $60. If the 
retail price is reduced to $75, then in 
the first closing inventory following, 
the reduction to cost will be reduced 
to $45, thus increasing the cost of 
merchandise sold by $15, although 
there has been no corresponding sale. 

Mark downs are not necessarily 
losses in the sense that we sell mer- 
chandise below cost, but with our 
percentage of profit marked once 
established we regard any deviation 
from this percentage, in our gross 
profit, as a loss after deducting other 
charges. 

In reality, the effect of mark 
downs on gross profit is the same 
as the actual loss of its equivalent 
dollar amount in merchandise. 
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PURCHASES AND ACCOUNTS PAYABLE 


The nature of our business, mer- 
chandising, requires a great number 
of purchases in both large and small 
quantities, and the accounting for 
these purchases constitutes a large 
portion of our work. 

Hollerith Tabulating Machines 
with figure printing, but not letter 
printing, devices are used. 

Prior to the use of these machines 
this work was of the old bookkeep- 
ing type, and the books used were 
an invoice book with columnar set 
backs to provide for departmental 
distribution of purchases at both cost 
and selling; a check register, and a 
journal. From these the postings 
were made into the ledgers for these 
purchase accounts. 

With the tabulating machine sys- 
tem we cut duplicate cards, at very 
little additional expense for duplicat- 
ing, and from these all other records 
are produced. 

The two cards are purchase and 
payment cards, and from these are 
produced: 


1. Purchase register. 

2. Payment register. 

3. Departmental and expense classi- 
fication of purchases. 

4. Sub classification of purchases for 
each retail department. 

5. Detailed information regarding 
purchases from each resource. 

6. Itemized list of invoices paid on 
each bank voucher. 

7. Detailed information as to due 
dates of our entire outstanding ac- 
counts payable. 


In accounting for our purchases 
we prepare a journal entry in which 
the total register for the month ap- 
pears as a credit to the account, ‘‘Ac- 
counts Payable.” The debit items in 
this entry are “Purchases of Mer- 
chandise,” “Undistributed Purchases 
of Merchandise,’ ‘Expense Ac- 
counts,” and ‘“Undistributed Expense 
Items.” 

As previously noted the itemized 
information on our voucher checks 
is printed from our payment card, 
this information appearing on the 
reverse side of the voucher. 

Using a Moon-Hopkins multiply- 
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ing machine, we are able to write the 
bank check portion of the voucher 
in one operation, giving the name, 
address, gross amount, discount and 
net amount. This register is jour- 
nalized, the gross amount being 
posted to the accounts payable con- 
trol account, and net amount and 
discount to the cash and discount 
earned accounts respectively. 

Our accounts payable account is 
balanced monthly, and it is a very 
simple matter. The unpaid cards to- 
taled through the tabulating machine 
in a very short time equals the credit 
balance of the control account. 

The accuracy of the work of the 
machines in handling this large num- 
ber of invoices, approximately 17,- 
000 per month, is one of the strong 
factors in recommending their use. 


Would Study Inventory 
and Production Control 


To the Editor: 


“During my vacation this coming 
summer I desire to visit companies in 
the east and middle west that are using 
modern systems of inventory control 
and production control. In the case of 
the latter I am especially interested in 
concerns that use dispatchers for giv- 
ing out work to operators on the man- 
ufacturing floor, thus relieving the 
foreman of this task. 

“Could you supply a list of repre- 
sentative concerns or supply me with 
the necessary information as to where 
it might be secured?” 


The above letter was written by a 
young man in Saugus, Massachusetts. 
Any controller whose company is 
using the dispatcher system and who 
is willing to assist this young man by 
permitting him to study the procedure, 
is requested to communicate with THE 
CONTROLLER. 


Analysis of Revenue Act 
(Continued from page 206) 
ments, to statements that hide the facts, 
if you know that those facts are going 
to be flaunted into publicity before 
your competitors within a few months. 
That is a trend I think we should all 

fight against. 

With that my review, at least raising 
the problems of this new bill in a 
hurried manner, is complete. 
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“Approved Employer Plan” Suggested To 
Simplify Social Security Reporting 


A so-called “Approved Employer 
Plan’’ has been drafted by members 
of The Controllers Institute of Amer- 
ica, which it is believed would simplify 
in great measure the making of reports 
concerning wages paid, to the Bureau 
of Internal Revenue and to state com- 
missions, for social security purposes, 
including both old age benefits and un- 
employment compensation. The pro- 
posed plan is a combination of yearly 
reports and quarterly reports. 

Committees of the San Francisco 
and Los Angeles Controls have been 
studying this problem intensively, in 
cooperation with the Unemployment 
Reserves Commission of California. 
The plan has been evolved informally 
by those two Controls. 

The proposed program would per- 
mit (1) annual reporting to the Bu- 
reau of Internal Revenue for old age 
benefits purposes, instead of quarterly ; 
and (2) for unemployment compensa- 
tion purposes would permit employers 
who desire it, and who were approved 
by the state commission, to report an- 
nually, with quarterly reports only on 
those employees whose employment 
had been terminated during the quar- 
ter just ended. 

Describing the proposed plan Mr. 
John R. McKee, of the California 
Casualty Indemnity Exchange, says: 

“The San Francisco and Los An- 
geles Controls are engaged in a study 
of the Social Security Legislation of 
this state by means of committees ap- 
pointed for that purpose. 

“At the present time the Unemploy- 
ment Reserves Commission of the state 
is employing nearly 3,000 persons, is 
keeping records on more than a mil- 
lion and a half employed persons, and 
we understand is about 10,000 checks 
behind in connection with the payment 
of benefits to persons unemployed and 
entitled to the benefits. It is our opin- 
ion that in due time the present method 
of handling the social security records 
will either collapse of its own weight, 


or the cost of administration will be- 
come excessive. 

“It was the opinion of members of 
both the San Francisco and Los An- 
geles Controls, at our meeting in Del 
Monte, that some effort should be 
made to have the National Board of 
Directors of the Controllers Institute 
of America endeavor to coordinate the 
efforts of the various Controls in the 
handling of Social Security matters 
for their members, and that an effort 
be made to simplify the present pro- 
cedure. 

“In California we are required to 
report to the Federal Government 
quarterly, for the benefit of the old age 
records, and likewise we must report 
quarterly on every employed or unem- 
ployed person who was on the pay- 
roll during the preceding quarter, to 
the State Unemployment Reserves 
Commission for unemployment bene- 
fits. 

“While the matter is still the subject 
of considerable study, on the part of 
our various committees, the writer has 
heard a number of controllers, from 
both the San Francisco and Los An- 
geles Controls, express the thought 
that a program which would permit 
annual reporting to the Federal Gov- 
ernment for Federal Old Age Benefits 
would be preferable to the present 
quarterly method. 

“Secondly, where the state regula- 
tions require that benefits be paid on 
the basis of the quarterly earnings of 
employees, as in the case of the State 
of California, that an Approved Em- 
ployer Plan be used. Under the so- 
called Approved Employer Plan those 
employers who desired it, and who 
were approved by the commission, 
would be permitted to report annually. 
These annual reports would give the 
earnings of their employed personnel ; 
in the interval they would be per- 
mitted to report quarterly on those em- 
ployees whose employment had termi- 
nated during the quarter, just ended. 

“This general plan would permit 
those industries in which employment 


is quite steady and regular, such as 
banks, insurance companies, and the 
like, to report annually on their em- 
ployed personnel and to make reports 
quarterly only for those whose employ- 
ment has terminated. On the other 
hand, in seasonal operations such as 
the canning and packing industries, 
agricultural activities and others, if 
the employer wished to he could con- 
tinue reporting quarterly to both the 
State and Federal Governments, as is 
now required, and this would remove 
the necessity of his filing severance re- 
ports, or some similar reports, and 
would also facilitate the handling of 
reports for those persons who were 
temporary employees, of whom the 
seasonal industries have a great num- 
ber. 

“The above is just an outline of what 
some of the members at Del Monte 
thought might be done by coordinat- 
ing the efforts of the Controls and 
having some modifications made in the 
present regulations. This, however, 
would have to be done by the National 
Board by acting with the National So- 
cial Security Board, because the State 
Boards are required very largely to 
follow the rules of the National Board. 
Obviously, a plan of this kind would 
not be of much help to employers 
whose employees were steadily em- 
ployed if they had to continue report- 
ing quarterly to the Federal Govern- 
ment.” 

The proposal has been laid before 
the Committee on Social Security 
Procedure of The Controllers Insti- 
tute of America, of which Mr. C. J. 
Van Niel, of the Eastman Kodak 
Company, is chairman. Copies of it 
are also in the hands of members of 
the Board of Directors of The Insti- 
tute. No action has been taken. 

Proposals for amendment of the So- 
cial Security Act were in the hands of 
Congress but no action was taken. 
These proposed amendments covered 
many features of the Act. 


Controllers Annual Meeting 


Make plans now to attend the annual 
meeting of The Controllers Institute of 
America in New York, September 26 and 
27, at Waldorf-Astoria Hotel. Keep up with 
controllership. 
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Directors of the New England Control 
Create Additional Committees 


At the regular monthly meeting of the 
directors of the New England Control, 
which was held in Boston at the University 
Club on June 8, President Charles W. 
Tucker suggested that additional commit- 
tees be appointed to supplement the three 
standing committees provided by the Man- 
ual for the Conduct of Affairs of Local 
Controls. By unanimous vote of the di- 
rectors the new committees created were 
Education and _ Publications, Meetings, 
Membership, Program, and Publicity. 

Following the creation of these commit- 
tees the President announced the appoint- 
ment of the following committee chairmen: 

Auditing, Mr. Edwin E. McConnell; 
Admissions, Mr. Dwight B. Billings; Nom- 
inations, Mr. C. Ellis Spencer; Education 
and Publications, Mr. Alden C. Brett; 
Meetings, Mr. John S. Learoyd, Jr.; Mem- 
bership, Mr. William J. Magee; Program, 
Mr. George E. Baskie; Publicity, Mr. 
Thomas A. Dunbar. 

In making these appointments, President 
Tucker commented on the desirability of 
all members of the Board having an over- 
all interest in the affairs of the Control, 
in addition to their special responsibilities 
as chairmen of these committees. 


Credit and Collection Manager 


A capable and experienced man—Chris- 
tian, married—who is unusually well 
qualified and who has an excellent record, 
is available for an immediate connection as 
a credit and collection manager in or near 
New York City. Address No. 243, “The 
Controller.” 


Syracuse Control’s Committees 


Mr. G. K. Chrismer, of the Easy Wash- 
ing Machine Corporation, as the newly 
elected president of the Syracuse Control, 
appointed the following committees at the 
June meeting: 


Admissions: L. W. Field, Chairman; 
J. R. Tuttle, D. K. Van Cleef. 

Auditing: C. M. Lussier, Chairman; F. 
C. Odell. 

Programs: J. W. Crosby, Chairman; H. 
L. Balme. 

Nominating: J. R. Tuttle, Chairman; H. 
W. Henderson (another member to be ap- 
pointed later). 


Mr. Chrismer thanked the members for 
their cooperation and interest and stated 
that he had great confidence in the future 
of the Syracuse Control and of The Con- 
trollers Institute of America. 


Personal Note 


Mr. Edward V. Mills, who has been 
serving as secretary of the companies con- 
stituting the Fireman’s Fund Insurance 
Company, San Francisco, has been elected 
controller, a newly created position on the 
companies’ executive staff. Mr. Mills joined 
the companies of Fireman’s Fund in 1930, 
and was elected secretary of two indemnity 
companies in September of that year. On 
December 1, 1931, he became secretary of 
all the companies of the group and _ has 
been performing controllership functions in 
that position. He is a native of San Fran- 


cisco and was formerly located in Philadel- 
phia and in Newark, New Jersey. He was 
president of the San Francisco Control last 
year. 


NEW PRESIDENTS OF 
CONTROLS 


Baltimore, Mr. BROOKE E. Furr, McCor- 
mick & Company, Inc. 

Bridgeport, Mr. Louis M. NicuHots (re- 
elected), General Electric Supply Corpo- 
ration. 

Buffalo, Mr. GLENN H. CrawForp, Dun- 
lop Tire & Rubber Corporation. 

Chicago, Mr. GEorcE D. E. McCANINCH, 
Victor Mfg. & Gasket Company. 

Cincinnati, Mr. SAMUEL SMICKLER, 2033 
Calvin Cliff. 

Cleveland, Mr. H. L. Patcu, The Stand- 
ard Oil Company (Ohio). 

Detroit, Mr. WALTER J. GERICK, Socony- 
Vacuum Oil Company, Inc. 

District of Columbia, Mr. WILtiaM R. 
LirTLE, The Evening Star Newspaper 
Company. 

Los Angeles, Mr. HERBERT T. SHORT, 
Bekins Van & Storage Company. 

Milwaukee, Name not available when this 
list was compiled. 

New England, Mr. CHARLES W. TUCKER, 
H. P. Hood & Sons, Inc. 

New York City, Mr. JOHN H. MacDon- 
ALD, National Broadcasting Company. 
Philadelphia, Mr. Daniet H. SCHULTZ, 

Leeds & Northrup Company. 

Pittsburgh, Mr. E. R. CLARKSON, Kauf- 
mann Dept. Stores, Inc. 

Rochester, Mr. JOHN N. LAMBERT (re- 
elected), Snider Packing Corporation. 
San Francisco, Mr. C. C. Gipson, The 

Paraffine Companies, Inc. 

St. Louis, Mr. JOHN C. Nay tor, Pet Milk 
Company. 

Syracuse, Mr. GEORGE K. CHRISMER (re- 
elected), Easy Washing Machine Corpo- 
ration. 

Twin Cities, Mr. H. G. PETERSON, Minne- 
apolis-Honeywell Regulator Company. 


A complete list of all officers and di- 
rectors of Controls will appear in the Au- 
gust issue of THE CONTROLLER. Elections 
were held in May and June. Newly elected 
officers and directors take office at once. 


Assistant Controller Available 


For past eight years has been assistant 
controller in a large chain store organiza- 
tion in charge of the tax department and 
has handled all corporate matters. Age 32, 
married, college graduate, B.B.A. degree, 
public accounting experience. Is still em- 
ployed but wishes to change. Specializes 
in tax work and corporate matters. Address 
“The Controller,” No. 249. 


Booklet on Payroll Tax Procedure 


A booklet “Social Security Legislation 
and Administration,’ which is described 
as a practical guide to payroll tax pro- 
cedure and records, has been published 
by the La Salle Extension University of 
Chicago. It is a booklet of 70 pages. 
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Personal Note 


Mr. William L. Nason, of the G. Krue- 
ger Brewing Company, Newark, New 
Jersey, was recently elected a member of 
the Board of Directors of his company 
and was also elected treasurer. 


The 1938 Annual Meeting 


Among the new subjects which will come 
up for discussion during the 1938 Annual 
Meeting of the Controllers Institute of 
America, in September, are: Wages and 
hours law’s provisions and probable effects; 
the coming monopoly investigation and what 
information as to pricing and costs control- 
lers must supply. The dates: September 26 


and 27. 
Lay 





PHOTO COPIES 


Protect Valuable Documents 


Controllers know the importance of protect- 
ing valuable documents against loss or fire. 
Why risk loss of originals when photo copies 
will serve same purpose and permit originals 
to be filed in vault? Factories, banks, insur- 
ance companies and other businesses find it 
economical and efficient to install a Rectigraph 
for copying records of all kinds. 

The Rectigraph illustrated above is a ma- 
chine for making photographic reproductions 
of documents, photographs, maps, drawings, 
handwritten or printed, at actual, reduced or 
enlarged sizes. These are known as Photo 
Copies. They may be negatives (white figures 
on black background) or positive (black figures 
on white background) as required. Prints as 
large as 18 x 24 inches or as small as a postage 
stamp can be made. Photo copies are accepted 
as legal evidence and have proven their worth 
in many law suits. 

Without obligation may we present data to 
show the application of the photo copy process 
to your special business? Write today: 













Rectigraph Division of 


THE HALOID COMPANY 
701 Haloid St., Rochester, N. Y. 
Branch Offices in Principal Cities 


He’s the Controller of a big corpora- 
tion. He uses Long Distance every 
day ... to get first-hand news fast 
. . . to secure last-minute figures at 
the eleventh hour. . . to cut quickly 
through all business complexities. 
These valuable functions, he says, 
make up the LONG of Long Distance. 

And the SHORT? Well, the short 
is the low cost of this high-quality 
service .. . the moderate expense... 


so small when compared to the sales 


and savings accomplished. 


Knowing, as he must, the long and 
the short of Long Distance, the Con- 
troller, naturally enough, encourages 
its judicious use in every department 
.-- more so than ever, now, 


at the present low rates. 


























LESS THAN 300 COPIES LEFT— 


of the Booklet 


“BUDGET METHODS AND PROCEDURES 
OF MANUFACTURING COMPANIES” 


While They Last - $1 a Copy 


700 Copies Sold Since First Announcement 


This is the booklet which contains a report of an afternoon’s discussion of 
budgeting by 160 Controllers of leading manufacturing companies, in one 
of the sessions of the Spring Conference of Controllers, on April 25, con- 
ducted by The Controllers Institute of America. It includes four specially 


prepared papers, and a report of an animated discussion—the latest word on 





this most important subject. 


The controllers who attended this Conference on April 25 (except mem- 
bers of THE CONTROLLERS INSTITUTE OF AMERICA), each paid a 
registration fee of $1.00 to hear, as well as to participate in, this discussion. 
Many came from long distances, incurring railroad and hotel expenses in 


addition to the registration fee. 





You can reap the benefits of this Conference and discussion for the small sum 
of $1.00. It is a 40-page booklet, crammed with interesting information. 


Plans Are Under Consideration for Publication of Additional Booklets, Presenting 
Reports of Discussions in Other Sessions of the Spring Conference. Watch for Later 


Announcements. 


To Obtain One of the Remaining Copies of the First Booklet—“Budget 
Methods and Procedures of Manufacturing Companies’”—Send $1 in cash 


or check to— 


CONTROLLERS INSTITUTE OF AMERICA 


One East Forty-Second Street New York City 
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nig has been waiting for, opet stantially, shorten figure hours, and turn 
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For the first time it will give you 3 reali- duction from 4 calculating machine then 
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It remained for Monroe to 
type of business figuring work. 


such a machine—one that literally com- 
denses figures 8° that with a flick of the 
finger answers flow from it with a speed \ AON) OF, 
never before thought possible. 


The Monroe Model Al will handle any CALCULATING MACHINE COMPANY, INC. 


figure load easily, cut figure costs sub- General Offices ° ORANGE. NEW JERSEY 
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